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PREFACE 

In  response  to  a  need  recognized  by  the  Association  of 
Certified  Public  Accountant  Examiners,  the  CPA  Examina- 
tion Appraisal  Commission  was  organized  and  met  initially 
in  Louisville,  Kentucky  on  March  21,  1959.  The  members, 
whose  names  are  listed  following  the  Title  Page,  include 
representatives  from  state  boards  of  accountancy,  practic- 
ing public  accountants,  the  legal  profession,  state  profes- 
sional licensing  authorities,  bankers,  and  educators.  At  the 
organization  meeting  the  Commission  appointed  a  subcom- 
mittee of  its  members  to  explore  and  define  the  scope  of  its 
activities.  Upon  considering  the  report  of  this  subcom- 
mittee, it  was  agreed  that  the  Commission  would  serve  the 
public  interest  most  effectively  by  conducting  a  thorough 
survey  of  the  Advisory  Grading  Service  offered  to  the  state 
boards  of  accountancy  by  the  American  Institute  of  Certi- 
fied Public  Accountants.1  For  a  full  understanding  of  the 
Advisory  Grading  Service,  it  was  necessary  also  to  study 
certain  aspects  of  the  Uniform  CPA  Examination  itself. 

The  survey  deals  with  the  usual  questions  that  arise 
whenever  interested  parties  get  together  and  discuss  the 
CPA  examination.  Certainly  among  the  thoughts  uppermost 
in  the  minds  of  the  aspiring  candidates  are  questions  such 
as  the  following:  How  are  the  answers  graded!  If  my 
answer  differs  from  the  model  answer,  do  I  get  any  points? 
Do  I  lose  all  the  points  on  a  problem  if  I  make  an  error  in 
arithmetic?  What  are  the  qualifications  of  the  people  who 
grade  the  papers  f  Since  I  am  just  another  impersonal  num- 
ber to  the  graders,  will  I  get  a  fair  deal?  Wouldn't  it  be 
better  if  men  from  my  home  state  who  know  our  local  needs 
graded  my  papers?  It  is  unlikely  that  the  candidates  receive 

1  Generally  in  this  report  the  American  Institute  of  Certified  Public  Account- 
ants is  referred  to  hereafter  as  the  AICPA.  However,  where  the  context  indi- 
cates a  period  prior  to  the  adoption  of  the  present  name,  the  organization  is 
referred  to  as  the  Institute. 
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completely  satisfactory  answers  to  these  questions  from 
their  friends  and  acquaintances,  who  may  be  equally  unin- 
formed. Certainly  a  published  statement  from  a  disin- 
terested and  authoritative  source  does  much  to  clarify  mis- 
apprehensions. 

Members  of  the  state  boards  of  examiners,  who  are 
charged  with  the  responsibility  for  awarding  CPA  certifi- 
cates in  their  respective  states,  are  interested  in  the  same 
questions  as  the  candidates.  In  addition  the  state  board 
members  are  concerned  with  obtaining  funds  from  their 
legislatures  and  with  setting  fees  to  be  charged  to  their 
candidates.  This  causes  them  to  consider  the  relative  cost 
of  grading  the  papers  locally  or  paying  the  Advisory  Grad- 
ing Service.  A  study  of  the  cost  of  the  examination  service 
should  serve  to  answer  pertinent  questions. 

Candidates,  state  examiners,  educators,  members  of  the 
profession,  and  the  general  public  are  interested  in  the  per- 
formance of  candidates  on  the  CPA  examination.  The  CPA 
examination  is  a  most  challenging  test  of  intellectual  and 
professional  ability.  It  is  looked  upon  with  respect  by  educa- 
tors and  members  of  the  other  professions.  Some  wonder 
whether  it  is  too  difficult.  Some  wonder  whether  the  tech- 
niques of  the  examination  and  grading  service  can  be  used 
as  a  model  for  emulation  by  the  examining  boards  in  their 
professions.  A  detailed  description  of  the  Advisory  Grading 
Service  helps  to  answer  their  speculations.  Also  a  descrip- 
tion of  the  methods  used  by  several  states  to  measure  the 
success  of  their  candidates  on  the  examination  is  enlight- 
ening. 

Several  factors  contribute  to  the  timeliness  of  the  Com- 
mission's survey.  The  Board  of  Regents  of  The  University 
of  the  State  of  New  York  is  presently  coordinating  studies 
of  the  performance  of  the  State's  candidates  on  the  CPA 
examination.  In  these  studies  data  relative  to  the  candi- 
dates' qualifications  are  being  compiled  along  the  lines  of 
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the  new  Uniform  Statistical  Information  Questionnaire 
made  available  to  all  states  by  the  Association  of  Certified 
Public  Accountant  Examiners.  This  has  led  to  helpful  coop- 
eration between  the  New  York  agencies  and  the  Com- 
mission. Other  states,  notably  Illinois,  Minnesota,  Virginia, 
and  Wisconsin,  have  recently  made  available  their  methods 
of  measuring  the  success  of  their  candidates.  The  impor- 
tance of  a  thorough  study  of  the  grading  service  and  the 
performance  of  candidates  is  readily  apparent  in  view  of 
the  increasing  number  of  CPA  candidates  and  CPAs  each 
year  and  the  importance  of  the  professional  service  per- 
formed by  CPAs  for  the  community. 

Due  to  the  importance  and  technical  nature  of  the  exami- 
nation and  Advisory  Grading  Service,  the  Commission 
deemed  it  prudent  to  obtain  competent  and  specialized 
advice  from  an  expert  in  the  field  of  educational  testing. 
The  Commission  was  most  fortunate  to  engage  as  its  con- 
sultant Dr.  Robert  L.  Ebel,  Vice  President  for  Testing 
Programs  and  Services  of  the  Educational  Testing  Service 
in  Princeton,  New  Jersey.  Dr.  Ebel  met  with  Dr.  Wilton 
T.  Anderson,  who  was  then  the  Director  of  Education  of  the 
AICPA,  and  studied  the  examination  and  grading  activities 
performed  under  Dr.  Anderson's  supervision.  Dr.  EbePs 
study  was  based  primarily  upon  the  Handbook  of  Certified 
Public  Accountant  Examinations  and  Educational  Activi- 
ties, which  clearly  describes  the  activities  of  the  Education 
Division  of  the  AICPA.  Dr.  Ebel  then  met  with  the  Com- 
mission as  a  whole,  discussed  his  conclusions  with  the  mem- 
bers, and  gave  them  a  valuable  insight  into  many  of  the 
specialized  aspects  of  testing.  After  thorough  discussion, 
the  Commission  formally  appointed  a  subcommittee  of  its 
members  which  was  directed  to  observe  the  Advisory  Grad- 
ing Service  in  action  to  determine  whether  the  system 
described  in  the  Handbook  is  actually  being  followed. 
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The  Commission's  observations  occurred  in  the  offices  of 
the  AICPA  at  various  times  from  June  1959  to  March 
1960,  while  Dr.  Wilton  T.  Anderson  was  the  Director  of 
Education.  Particular  attention  was  devoted  to  the  grading 
of  the  May  1959  examination.  The  grading  process  was 
observed  carefully  through  its  various  stages  from  the 
development  of  the  acceptable  answers  and  solutions  for  the 
individual  questions  and  problems  to  the  assignment  of 
recommended  grades  to  the  candidates.  The  survey  of  the 
system  and  procedures  included  extensive  interviews  with 
the  Director  of  Education,  the  four  section  chiefs,  reviewers 
in  the  various  sections,  graders,  and  several  administrative 
assistants  concerned  with  educational,  clerical,  and  security 
activities.  Interviews  were  also  held  with  the  Executive 
Director  of  the  AICPA  and  the  Controller  to  inquire  into 
the  development  of  the  examination  and  the  Advisory 
Grading  Service  and  the  cost  of  operating  them.  Discussions 
were  held  with  the  AICPA 's  Board  of  Examiners  on 
matters  of  policy  and  with  members  of  the  Association  of 
Certified  Public  Accountant  Examiners.  All  persons  inter- 
viewed were  most  cooperative  and  helpful. 

While  the  Commission  did  not  specifically  explore  the 
standards  of  education  and  experience  for  Certified  Public 
Accountants  because  they  are  treated  in  the  reports  of  other 
organizations,  the  Commission  did  consider  the  aspects  of 
education  and  experience  which  are  pertinent  to  its  study.2 

The  Commission  commends  the  Association  of  Certified 
Public  Accountant  Examiners  for  making  this  study  possi- 
ble and  hopes  that  its  report  will  render  a  valuable  service 
to  the  profession. 

2  See  Standards  of  Education  and  Experience  for  Certified  Public  Account- 
ants, The  Commission  on  Standards  of  Education  and  Experience  for  Certified 
Public  Accountants,  The  Bureau  of  Business  Research,  University  of  Michigan, 
1956. 
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CONCLUSIONS 

OF  THE 

COMMISSION 

GENERAL  CONCLUSION 

The  AICPA  Examination  Service  and  Its 
Administration  Are  Excellent 

The  CPA  Examination  Appraisal  Commission  is  im- 
pressed very  favorably  by  the  manner  in  which  the  Uniform 
CPA  Examinations  are  prepared  and  administered  and  by 
the  way  the  Advisory  Grading  Service  system  is  designed 
and  executed.  The  examinations  are  well  prepared  and 
properly  graded,  and,  in  all  probability,  the  grades  reflect 
the  competence  of  the  candidates.  The  uniform  examination 
service  safeguards  the  profession  against  the  induction  of 
more  than  a  nominal  number  of  candidates  with  compara- 
tively limited  qualifications.  In  this  way  it  protects  the 
public  interest  while  tending  to  build  up  in  the  public  mind 
a  highly  favorable  attitude  toward  certified  public  account- 
ants as  professionals. 

SPECIFIC  CONCLUSIONS 

The  Activities  of  the  Advisory  Grading  Service 
Should  Be  Publicized 

The  interviews  with  the  personnel  in  the  Education 
Division  of  the  AICPA  indicate  beyond  doubt  that  the 
people  involved  know  what  is  expected  of  them,  are  highly 
competent  to  perform  their  respective  duties,  and  are  per- 
forming them  in  a  satisfactory  way.  The  Commission  be- 
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lieves  that  all  members  of  the  Association  of  Certified 
Public  Accountant  Examiners  and  the  state  boards  of 
accountancy  should  have  the  opportunity  to  know  more 
about  the  operations  of  the  Advisory  Grading  Service.  One 
of  the  major  purposes  of  this  report  is  to  provide  that 
opportunity  for  all  parties  interested  in  the  CPA  examina- 
tion. 

The  Advisory  Grading  Service  Is  Eminently  Fair 
to  the  CPA  Examination  Candidates 

The  survey  of  the  Advisory  Grading  Service  conducted 
by  the  Commission  confirms  that  the  service  is  conducted 
in  a  manner  that  is  designed  to  be  eminently  fair  to  the  CPA 
examination  candidates.  Every  reasonable  care  is  taken  to 
provide  that  all  papers  are  graded  on  a  consistent  basis. 

The  Advisory  Grading  Service  Provides  for  the 
Passing  of  Every  Qualified  Candidate 

Papers  which  are  close  to  passing  are  reread  and  re- 
viewed carefully  by  the  most  experienced  graders  to  make 
sure  that  every  candidate  who,  in  fact,  is  qualified,  is 
passed. 

The  Grading  Staff  Is  Highly  Competent  and 
Adequately  Supervised 

The  grading  staff  is  composed  of  highly  qualified  experts 
with  a  breadth  of  background  in  public  accounting,  law,  and 
college  teaching.  It  is  well  balanced  in  terms  of  grading 
experience  and  potential.  The  daily  review  of  the  graders' 
work  and  the  semiannual  evaluation  of  their  performance 
by  the  section  chiefs  assure  the  continued  service  of  highly 
qualified  and  effective  graders.  The  development  and  con- 
tinuation of  a  well-organized  and  experienced  grading  staff 
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assure  that  successive  groups  of  candidates  are  evaluated 
by  uniform  standards  of  professional  competence. 

The  Numerical  Passing  Grade  of  75 
Should  Be  Retained 

The  Commission  recognizes  that  the  basic  purpose  of  the 
examination  is  to  determine  which  candidates  pass  and 
which  fail.  Numerical  grades  are  simply  a  means  of  making 
the  differentiation.  Traditionally,  the  numerical  grade  of 
75  has  been  used  to  identify  the  lowest  passing  grade  in  the 
CPA  examination  and  many  others.  Because  changing  from 
75  to  any  other  number  would  not  make  it  more  certain  that 
a  desirable  minimum  standard  of  competence  had  been 
demonstrated,  the  Commission  concludes  that  the  passing 
grade  should  remain  at  75  for  the  CPA  examination. 

The  Successful  Performance  of  Earnest  Candidates 
Should  Be  Recognized 

A  meaningful  index  of  performance  on  the  CPA  exami- 
nation can  be  obtained  by  eliminating  from  the  statistics 
those  candidates  who  took  the  examination  once,  failed,  and 
did  not  try  again  within  a  reasonable  period  of  years.  Such 
an  index  puts  the  emphasis  on  the  performance  of  the 
earnest  candidates.  Use  of  this  approach  should  lead  to 
statistics  that  will  permit  useful  comparisons  of  perform- 
ance on  the  examination  among  different  jurisdictions.  It 
will  also  put  the  emphasis  on  the  performance  of  those 
candidates  from  whose  ranks  will  come  the  future  leader- 
ship of  the  accounting  profession. 

Reliance  of  Third  Parties  on  CPAs'  Opinions  Affects 
the  Standards  for  Candidates'  Qualifications 

It  has  been  said  that  the  CPA  examination  aims  at  "the 
level  of  competence  required  for  general  practice  in  a 
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medium-sized  community  including  the  audit  of  a  medium- 
sized  organization. ' 91  The  Commission  agrees  that  this  is  a 
desirable  objective.  It  should  be  borne  in  mind  that  the 
examination  is  intended  to  recognize  candidates  who  have 
the  competence  to  perform  audits  and  express  opinions 
relied  upon  by  third  parties.  Candidates  whose  experience 
and  preparation  have  been  limited  to  bookkeeping  and 
write-up  work  should,  in  most  cases,  find  it  difficult  to  pass 
the  examination. 

The  CPA  Examination  Is  National  in  Scope 

Since  neither  accounting  principles  nor  auditing  stand- 
ards are  restricted  to  geographical  areas,  a  uniform 
examination  for  CPAs  throughout  the  country  is  both 
feasible  and  desirable. 

A  Reasonable  But  Limited  Use  of  Objective 
Questions  Is  Acceptable 

The  Commission  recognizes  that  objective  questions  can 
provide  breadth  of  topical  coverage  in  the  examination.  To 
some  degree  they  alleviate  the  sense  of  time  pressure 
which  distracts  some  candidates.  Objective  questions  should 
supplement  rather  than  supplant  problems  and  essay  ques- 
tions. A  reasonable  but  limited  number  of  well-designed 
objective  questions  should  be  included  in  the  CPA  exami- 
nation in  conjunction  with  problems  and  essay  questions. 

Commercial  Law  as  a  Separate  Section  of  the 
CPA  Examination  Might  Be  Eliminated 
Under  Certain  Circumstances 

It  is  the  view  of  the  Commission  that  the  time  has  come 
to  reconsider  the  purpose  and  necessity  of  a  Commercial 

1  Information  For  CPA  Candidates,  American  Institute  of  Accountants,  New 
York,  1954,  p.  3. 
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Law  part  in  the  CPA  examination  and  that  a  thorough 
study  should  be  initiated  to  determine  the  feasibility  of 
eliminating  the  Commercial  Law  part  of  the  CPA  examina- 
tion.2 

The  Uniform  Statistical  Information  Questionnaire 
Should  Be  Used 

All  jurisdictions  should  have  their  candidates  complete 
the  Uniform  Statistical  Information  Questionnaire  pre- 
pared by  the  Association  of  Certified  Public  Accountant 
Examiners.  Widespread  use  of  the  form  will  facilitate  the 
development  of  comparative  statistics  on  the  performance 
of  present  and  future  candidates. 

Adequate  Security  Exists  in  the  Preparation,  Printing, 
and  Distribution  of  the  Examination  Papers 

The  survey  shows  beyond  doubt  that  the  key  administra- 
tors are  security  conscious  and  are  alert  to  the  need  for 
continuous  vigilance  during  the  preparation  of  the  examina- 
tion and  while  grading  the  papers.  No  security  leaks  at  the 
AICPA  level  have  come  to  the  attention  of  the  Commission. 
The  organization  and  methods  used  to  effect  security  are 
well  thought  out.  But,  since  any  system  is  of  no  avail  unless 
it  is  followed  continuously,  the  attitude  of  the  AICPA 
personnel  and  their  alertness  are  the  vital  factors  which 
make  the  security  system  effective. 

Cost  Control  Methods  Are  Adequate 

The  best  method  of  cost  control  is  the  system  of  conscien- 
tious evaluation  of  the  professional  graders,  which  screens 

aP.  K.  Seidman  dissents  to  the  need  for  a  separate  study.  In  his  opinion, 
this  Commission  should  make  a  specific  recommendation  as  to  the  fate  of  the 
Commercial  Law  section. 
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out  those  who  show  the  least  promise  and  rewards  those 
whose  quality  and  production  are  outstanding.  This  is  sup- 
plemented by  an  effective  method  of  budgetary  control  for 
the  Education  Division.  The  Commission  concludes  that  the 
methods  being  employed  by  the  AICPA  provide  adequate 
control  over  the  cost  of  the  Advisory  Grading  Service. 

The  Commission  also  concludes  that  the  methods  of  com- 
puting costs  and  setting  charges  to  the  state  boards  are  fair 
and  reasonable.  The  Commission  knows  of  no  way  in  which 
a  similar  quality  of  work  could  be  obtained  at  lower  cost. 


xviii 


CHAPTER  I 


THE  UNIFORM 
CPA  EXAMINATION 

Growth  of  the  Uniform  CPA  Examination  and 
Advisory  Grading  Service 

The  present  Uniform  CPA  Examination  and  Advisory 
Grading  Service  trace  their  origin  to  September  21,  1916 
when  the  Board  of  Examiners  of  the  Institute  of  Account- 
ants in  the  United  States  of  America  met  for  the  first  time. 
Shortly  thereafter  the  organization  changed  its  name  to  the 
American  Institute  of  Accountants.  In  June  1917  the  Board 
administered  its  first  examination.  Although  it  was  used 
primarily  as  a  direct  means  of  evaluating  applicants  for 
membership  in  the  Institute,  it  was  also  accepted  as  the 
CPA  examination  in  some  states.  The  first  examination 
was  offered  in  seven  different  states  at  the  following  loca- 
tions: Los  Angeles,  California;  Chicago,  Illinois;  Boston, 
Massachusetts;  New  York,  New  York;  Cleveland,  Ohio; 
Portland,  Oregon;  and  Dallas,  Texas.  Ninety-seven  appli- 
cants successfully  achieved  membership  status  in  the  Insti- 
tute as  a  result  of  this  examination. 

In  those  states  which  accepted  the  Institute's  examina- 
tion as  their  CPA  examination,  a  candidate  might  at  the 
same  time  qualify  as  a  CPA  and  a  member  of  the  Institute. 
At  that  time  CPAs  in  other  states  were  not  automatically 
accepted  for  membership  in  the  Institute  but  had  to  pass 
the  examination  given  by  the  Institute's  Board  of  Exami- 
ners. This  requirement  that  each  nonrecognized  CPA  be 
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admitted  to  membership  on  his  individual  ability  to  pass 
the  uniform  examination  stimulated  the  acceptance  of  the 
Institute's  examination  for  the  qualification  of  its  CPAs  by 
the  professional  community  in  more  and  more  states. 
Acceptance  by  state  authorities  followed  slowly. 

Today  the  far-reaching  effects  of  the  uniform  examina- 
tion and  Advisory  Grading  Service  are  highlighted  by  the 
fact  that  all  states,  the  District  of  Columbia,  Puerto  Rico, 
and  the  Virgin  Islands  have  elected  to  use  the  examination 
as  their  CPA  examination.  Fifty-one  of  these  jurisdictions 
also  use  the  Advisory  Grading  Service.  The  arrangements 
with  the  states  are  on  an  informal  basis  except  in  three 
states  where  for  legal  reasons  a  formal  contract  is  required. 
The  continuance  of  the  arrangements  rests  on  the  mutual 
benefits  to  the  parties.  The  uniform  examination  and  Ad- 
visory Grading  Service  help  the  AICPA  maintain  the  high 
standards  of  the  profession.  They  also  provide  a  most  eco- 
nomical and  effective  service  which  helps  the  various  state 
boards  grant  certificates  to  the  qualified  candidates  in  their 
jurisdictions. 

The  growth  and  magnitude  of  the  uniform  examination 
and  Advisory  Grading  Service  are  shown  by  the  figures  in 
Table  1  (Appendix  F)  which  summarizes  the  number  of 
jurisdictions  using  the  service  and  the  number  of  papers 
graded  by  the  Institute  for  several  significant  years.  This 
table  includes  data  at  ten-year  intervals  and  for  the  recent 
six-year  period.  A  candidate's  effort  in  each  subject  is 
counted  in  the  table  as  one  paper.  Accounting  Practice, 
Part  I  and  Accounting  Practice,  Part  II  are  counted 
separately.  A  candidate  who  writes  the  complete  examina- 
tion turns  in  five  papers. 

The  year  1936  is  significant  because  that  is  the  year  the 
American  Society  of  Certified  Public  Accountants  merged 
with  the  Institute  and  the  policy  of  direct  examination  for 
membership  was  abandoned.  The  year  1946  is,  of  course, 
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the  first  postwar  year  and  is  the  start  of  a  new  era  in  the 
growth  of  the  profession.  It  follows  by  two  years  the  ap- 
pointment of  the  first  full-time  Director  of  Education  in 
August  1944.  It  is  noteworthy  that  during  the  decade  from 
1936  to  1946  the  number  of  jurisdictions  using  the  Advisory 
Grading  Service  increased  from  27  for  the  May  1936 
examination  to  37  for  the  November  1946  examination.  The 
number  of  papers  graded  increased  from  1,604  for  the  May 
1936  examination  to  8,342  for  the  November  1946  examina- 
tion. Part  of  the  increase  in  the  number  of  papers  graded 
occurred  because  Theory  of  Accounts  was  separated  from 
Accounting  Practice  in  May  1943.  Previously  the  examina- 
tion consisted  of  two  days  with  two  sessions  each.  During 
the  year  1946  itself  remarkable  progress  was  made.  Eight 
more  jurisdictions  used  the  examination  and  6  more  used 
the  grading  service  in  November  than  in  May.  The  recent 
six-year  period  (1955  to  1960)  points  to  an  upward  trend. 
Table  1  shows  that  36,313  papers  were  graded  for  the  May 
1960  examination  and  45,608  papers  for  the  November  1960 
examination. 

Level  of  the  Examination 

Historically  the  Uniform  CPA  Examination  served  to 
raise  professional  standards  in  public  accounting  through- 
out the  jurisdictions  in  which  it  was  adopted.  The  envied 
reputation  of  the  accounting  profession  in  the  business  and 
academic  communities  results,  to  a  large  extent,  from  the 
high  standards  set  in  the  CPA  examination.  Now  that  all 
jurisdictions  are  using  the  examination,  the  objective  is  to 
maintain  the  existing  high  standards  and  reputation.  The 
level  of  the  examination  must  be  consistent  with  this  ob- 
jective. 

Realistically,  successful  completion  of  the  CPA  examina- 
tion does  not  gain  an  academic  degree  for  the  CPA  exami- 


nation  candidates ;  rather,  in  conjunction  with  requisite 
experience,  passing  the  examination  gives  the  candidates  a 
license  to  practice  public  accounting.  The  interplay  of 
education  and  experience,  which  is  so  necessary  for  success 
in  the  practice  of  the  profession,  should  be  simulated  in  the 
examination.  The  examination  should  test  a  blend  of  aca- 
demic accomplishment  and  adaptability  to  the  practical 
problems  of  an  established  public  accountant.  However,  the 
examination  can  not  be  expected  to  measure  all  the  attri- 
butes that  assure  success.  The  examination  is  limited  to  the 
measurement  of  technical  knowledge  of  principles  and  pro- 
cedures, skill  in  the  application  of  such  knowledge  to  sets 
of  facts,  ability  to  discuss  accounting  concepts  intelligently, 
and  ability  to  exercise  good  judgment  within  the  framework 
of  these  limitations. 

In  a  booklet  intended  to  help  the  candidates  prepare  for 
the  examination,  the  AICPA  describes  the  level  of  the 
examination  as  follows  : 

"It  cannot  be  at  a  level  adequate  only  for  the  carry- 
ing out  of  the  simplest  engagements  encountered  by  a 
beginning  CPA.  Nor  would  it  be  realistic  to  set  the 
examination  at  the  level  required  to  handle  the  most 
difficult  and  complicated  engagement  of  a  large  firm  of 
accountants.  The  aim  is  for  an  examination  directed  to 
the  level  of  competence  required  for  general  practice  in 
a  medium-sized  community  including  the  audit  of  a 
medium-sized  organization. ' n 

The  Commission  agrees  that  this  is  a  desirable  objective. 
Certainly,  if  a  candidate  who  passes  the  examination  is 
permitted  thereafter  to  practice  on  his  own  account,  the 
level  should  not  be  less  than  the  minimum  essential  for  prac- 
tice including  the  rendering  of  an  opinion  on  financial  state- 
ments. Candidates  whose  experience  and  preparation  have 


1  Information  For  CPA  Candidates,  American  Institute  of  Accountants,  New 
York,  1954,  p.  3. 
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been  limited  to  bookkeeping  and  write-up  work  should,  in 
most  cases,  find  it  difficult  to  pass  the  examination. 

At  times  discouraged  candidates  may  have  felt  that  the 
examination  is  designed  to  keep  them  out  of  the  profession. 
Actually  it  is  designed  to  attract  a  maximum  number  of 
qualified  individuals  to  the  profession.  An  examination 
which  has  the  reputation  of  being  fair  and  challenging 
attracts  people  with  interest  and  ability  who  seek  to  bring 
out  the  best  in  themselves.  An  examination  which  anyone 
with  comparatively  limited  qualifications  can  pass  might 
just  as  well  not  be  given. 

Long  and  comprehensive  problems  cover  more  accounting 
points  than  several  small  problems  in  the  same  length  of 
time  and  serve  well  to  measure  the  capacity  of  the  candi- 
dates. For  this  reason  a  reasonable  number  of  long  prob- 
lems is  included  in  the  examination. 

The  examination  is  made  challenging  enough  for  even 
the  most  qualified  candidates.  An  examination  of  this  type 
seeks  to  differentiate  as  fully  as  possible  the  variations  in 
the  competence  of  those  being  examined.  Such  an  examina- 
tion enables  the  grading  staff  to  analyze  and  evaluate  the 
range  of  ability  shown  by  the  candidates. 

At  this  point  it  is  pertinent  to  say  that  the  grading  staff 
is  highly  skilled  and  carefully  selected.  The  basic  objective 
in  grading  is  to  pass  all  candidates  who  show  that  they  have 
the  ability  which  is  equivalent  to  the  ability  demonstrated 
by  successful  candidates  in  the  current  and  previous  exami- 
nations and  which  should  be  demonstrated  by  successful 
candidates  in  future  examinations.  In  the  last  analysis,  the 
performance  of  the  candidates  on  the  examinations  sets  the 
real  level  of  difficulty.  There  is  less  variation  from  one 
examination  to  another  in  the  ability  of  successive  groups 
of  nine  thousand  and  more  candidates  than  there  is  in  the 
questions  which  are  put  to  them  to  test  their  competence. 
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Any  variations  in  the  examinations  are  compensated  for  in 
developing  the  grading  basis. 

The  development  of  a  broad  spectrum  of  grades  through 
the  use  of  comprehensive  questions  gives  the  grading  staff 
an  effective  tool  in  classifying  the  candidates  according  to 
their  ability.  The  experience  developed  by  the  key  members 
of  the  grading  staff  in  grading  thousands  upon  thousands 
of  papers  in  from  ten  to  twenty  different  semiannual  exami- 
nations gives  these  graders  the  keen  insight  and  judgment 
which  assure  stability  and  fairness  in  interpreting  the  level 
of  the  performance  of  the  candidates.  Clearly  the  difficulty 
of  the  examination  must  be  interpreted  jointly  with  the 
pattern  of  grading  and  the  performance  of  the  candidates, 
recognizing  that  the  primary  intent  is  to  pass  all  the  candi- 
dates who  have  demonstrated  competence. 

It  should  be  remembered  that  the  Uniform  CPA  Exami- 
nation is  a  key  factor  in  the  maintenance  of  high  standards 
in  the  profession.  During  the  last  fifteen  years,  the  demand 
for  services  performed  by  the  profession  has  continually 
increased.  The  need  for  competent  accountants  has  in- 
creased similarly.  Accordingly,  the  AICPA  and  leading 
firms  of  certified  public  accountants  have  conducted  exten- 
sive public  information  programs  and  recruiting  programs 
to  induce  qualified  young  men  to  pursue  a  career  in  the 
profession.  As  the  gateway  to  the  responsibilities  of  prac- 
tice as  a  certified  public  accountant,  the  examination  is 
intended,  not  to  keep  candidates  out,  but  to  admit  every 
qualified  candidate  to  the  profession. 

Nature  of  the  Examination 

Accounting  principles  are  applicable  on  a  national  scale. 
The  principles  of  financial  reporting  and  auditing  are  not 
limited  by  state  laws  and  regulations ;  they  apply  generally 
regardless  of  the  location  of  a  CPA's  practice.  For  this 
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reason,  unlike  the  profession  of  law,  a  uniform  examination 
for  CPAs  throughout  the  country  is  both  feasible  and 
desirable. 

Source  of  Questions  and  Answers.  The  questions  and 
answers  to  be  used  on  a  particular  examination  are  de- 
veloped and  identified  by  the  Director  of  Education  and  his 
staff  more  than  a  year  before  the  scheduled  dates  for  the 
examination.  Many  of  the  questions  in  Accounting  Practice, 
Theory  of  Accounts,  and  Auditing  are  drawn  from  the 
stockpile  which  is  continually  replenished  by  educators, 
members  of  state  boards,  and  other  representatives  of  the 
profession  throughout  the  country.  The  questions  may  be 
used  exactly  as  received  or  they  may  be  modified  to  provide 
suitable  balance  and  emphasis  in  the  examination  as  a 
whole.  Other  questions  in  these  areas  are  initiated  by  the 
staff  in  the  Education  Division.  The  questions  in  Com- 
mercial Law  are  developed  by  an  attorney  and  law  pro- 
fessor engaged  for  the  purpose.  Model  answers  in  all  sub- 
jects are  developed  along  with  the  questions.  All  questions 
and  answers  are  selected  by  the  Director  of  Education  and 
approved  by  the  Board  of  Examiners. 

Objective  Questions.  Due  to  the  breadth  of  the  body  of 
knowledge  encompassed  by  accounting  principles,  any  one 
examination,  even  of  two  and  one-half  days,  can  test  only 
a  sample  of  the  accepted  accounting  principles.  Various 
efforts  are  made  to  balance  depth  of  coverage  with  breadth 
of  coverage.  These  efforts  include  the  use  of  multiple  choice 
questions  and  true  and  false  questions.  These  are  referred 
to  as  objective  questions.  Dr.  Ebel  of  the  Educational  Test- 
ing Service  recommends  that  the  CPA  examination  would 
benefit  from  greater  use  of  objective  questions.  They  should 
extend  the  breadth  of  coverage  in  each  semiannual  exami- 
nation. To  some  degree  they  reduce  the  alleged  "busy work" 
and  sense  of  time  pressure  which  distracts  some  candidates. 
The  Director  of  Education,  Dr.  Anderson,  assured  the  Com- 


mission  that  the  candidates'  grades  on  objective  questions 
which  have  been  used  correlated  well  with  their  grades  on 
other  type  questions.  Objective  questions  are  not  intended 
to  supplant  problems  and  essay  questions  but  merely  to 
supplement  them.  Problems  provide  a  unique  test  of  ability 
to  perform  thought-provoking  sequential  operations.  Essay 
questions — more  precisely,  essay  answers — test  ability  to 
initiate  and  express  thoughts  clearly  and  appropriately. 

It  is  the  Commission's  opinion  that  a  reasonable  but 
limited  number  of  well-designed  objective  questions  should 
be  included  in  the  CPA  examination  in  conjunction  with 
problems  and  essay  questions. 

Optional  Questions.  Breadth  of  coverage  is  also  obtained 
by  including  two  or  more  questions  and  problems  from 
which  the  candidates  can  choose  those  which  they  prefer. 
Where  specialized  accounting  problems  are  included,  they 
are  usually  on  an  optional  basis. 

Time  Allotments.  In  order  to  help  the  candidates  pace 
themselves  while  the  examination  is  in  progress,  the 
examiners  print  a  suggested  maximum  and  minimum  time 
allowance  for  each  problem  and  question.  The  maximums 
in  each  part  of  the  examination  add  up  to  the  total  time 
allotted  to  each  session.  These  times  are  carefully  set  on 
an  attainable  basis  by  the  Director  of  Education  and 
experienced  members  of  his  staff.  They  give  due  recognition 
to  normal  variations  in  the  working  speed  of  qualified  candi- 
dates and  to  the  demands  on  professional  men  in  practice 
to  work  under  time  pressures. 

Commercial  Law.  A  study  made  in  March  1958  by  the 
AICPA  disclosed  that  in  forty-three  jurisdictions  the  basic 
subjects  in  the  CPA  examination,  including  Commercial 
Law,  are  determined  by  statute,  in  seven  the  subjects  are 
determined  at  the  discretion  of  the  state  board  of  examiners, 
and  in  three  there  is  no  specific  designation  in  either  the 
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statutes  or  the  regulations.2  In  nine  jurisdictions,  it  is 
required  that  the  state  board  have  one  or  more  members 
who  are  attorneys.  In  view  of  these  official  requirements 
it  is  likely  that  Commercial  Law  will  remain  as  one  part  of 
the  CPA  examination  for  some  years  to  come. 

The  examination  in  commercial  law  is  written  and  graded 
in  terms  of  what  a  qualified  candidate  would  learn  from 
an  intensive  study  of  university-level  textbooks  on  com- 
mercial law.  The  examination  is  not  intended  to  measure 
competence  to  solve  problems  of  law,  but  rather  to  deter- 
mine whether  the  candidates  recognize  problems  of  law 
which  are  inherent  in  business  transactions  and  in  the  audit 
thereof.  Although  the  Commission  did  not  make  an  inten- 
sive study  of  what  the  content  of  the  examination  should 
be,  the  available  evidence  indicates  that  the  examination  is 
given  at  the  appropriate  level  of  difficulty. 

The  Commission  is  aware  that  there  are  major  differences 
of  opinion  as  to  the  value,  as  well  as  the  content  and  em- 
phasis, of  the  Commercial  Law  part  of  the  examination. 
For  example,  it  has  been  suggested  that  the  Commercial 
Law  section  and  questions  should  be  eliminated  and  that 
appropriate  problems  in  accounting  and  auditing  which 
involve  the  recognition  of  legal  issues  and  the  need  to  mar- 
shall  facts  and  relationships  pertinent  to  legal  decisions 
should  be  included  in  the  other  parts  of  the  examination. 
The  accounting,  auditing,  and  legal  aspects  of  a  business 
situation  would  be  interwoven  and  the  candidates  would  be 
required  to  give  comprehensive  appropriate  answers.  This 
approach  would  transfer  the  weight  of  emphasis  from  the 
knowledge  of  legal  answers  to  the  recognition  of  those  as- 
pects of  a  business  situation  which  involve  legal  issues  or 
interpretations.  It  would  require  a  general  knowledge  of 
the  legal  rules  and  principles  which  guide  the  accountant  in 

2  The  Oklahoma  and  North  Dakota  laws  specify  a  minimum  of  three  hours 
for  the  examination  in  Commercial  Law. 
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the  actual  practice  of  accounting  and  might  provide  a  more 
scholarly  and  realistic  test  for  the  candidates.  It  is  recog- 
nized that  this  change  probably  would  reduce  the  intensity 
and  scope  of  commercial  law  in  the  examination.  If  this 
approach  is  adopted,  the  length  of  the  examination  could 
be  limited  to  two  days  with  a  curtailment  of  the  coverage 
in  accounting,  theory,  and  auditing,  or  the  length  could  re- 
main at  two  and  one-half  days  with  an  extension  of  the 
coverage  in  accounting,  theory,  and  auditing.  Or,  alterna- 
tively, some  of  the  desired  objectives  could  be  achieved  by 
retaining  the  Commercial  Law  section  and  presenting  there- 
in the  type  of  integrated  questions  envisioned. 

A  second  major  suggestion  is  that  appropriate  efforts 
should  be  undertaken  in  all  jurisdictions  to  eliminate  the 
Commercial  Law  section  and  specific  legal  coverage  com- 
pletely. This  alternative  is  advocated  by  those  who  feel  that 
the  accounting,  theory,  and  auditing  parts  of  the  examina- 
tion cover  the  essential  subjects  which  are  unique  to  the 
public  accounting  profession.  They  feel  that  the  account- 
ant's to  recognize  legal  issues  is  of  the  same  degree  of 
significance  as  his  need  to  recognize  financial,  personnel, 
and  other  general  business  issues  and  does  not  require  a 
special  examination.  It  is  recognized  that  during  the  growth 
of  the  Uniform  CPA  Examination,  the  inclusion  of  the  Com- 
mercial Law  part  tended  to  promote  higher  educational 
standards  for  entrance  into  the  profession.  However,  at  the 
present  time,  most  college  graduates  who  major  in  account- 
ing are  required  to  successfully  complete  courses  in  com- 
mercial law  which  cover  the  topics  included  in  the  Com- 
mercial Law  section  of  the  CPA  examination.  In  the  future 
the  states '  requirements  might  be  satisfied  by  a  prerequisite 
of  adequate  collegiate  study  of  commercial  law.  If  this 
approach  is  adopted,  the  Commercial  Law  part  could  be 
eliminated  for  those  candidates  who  have  the  required 
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educational  background  and  it  could  be  continued  for  those 
who  lack  the  required  education. 

In  view  of  the  cogency  of  the  reasons  favoring  the  indi- 
cated alternatives,  the  Commission  concludes  that  the  time 
has  come  to  reconsider  the  purpose  and  necessity  of  a  Com- 
mercial Law  part  in  the  CPA  examination  and  that  a 
thorough  study  of  the  alternatives  described  in  the  pre- 
ceding paragraphs  should  be  initiated  to  determine  the 
feasibility  of  eliminating  the  Commercial  Law  part  of  the 
CPA  examination. 

Should  the  Passing  Grade  of  75  Be  Changed? 

In  March  1958  a  study  by  the  AICPA  showed  that  the 
passing  mark  in  the  CPA  examination  is  set  at  75  by 
statutes  in  seven  jurisdictions  and  by  regulations  in  thirty 
jurisdictions.  There  is  no  specific  provision  in  sixteen 
jurisdictions.  In  the  statutes  and  regulations  the  75  is 
variously  referred  to  as  a  1 1  grade, mark, ' '  or  ' 1  per  cent. ' ' 
Presumably  all  are  related  to  a  maximum  of  100.  The 
number  75  also  is  used  as  the  passing  mark  in  licensing 
examinations  for  other  professions.  For  the  sake  of  con- 
formity and  convenience  to  the  needs  of  the  state  boards 
of  examiners,  the  AICPA  Advisory  Grading  Service  re- 
ports the  grades  on  candidates'  papers  in  terms  of  a  75 
passing  level  and  a  100  maximum. 

The  Commission  has  been  asked  to  consider  the  advis- 
ability of  a  change  in  the  numerical  expression  of  the  pass- 
ing level.  Such  a  change  requires  consideration  of  several 
factors,  such  as  the  fundamental  purpose  of  the  grade,  the 
alternative  to  which  a  change  might  be  made,  and  the  effect 
of  the  change.  These  factors  are  treated  briefly  in  the 
following  paragraphs. 

The  basic  purpose  of  the  grade  is  to  report  to  each 
candidate  whether  he  has  met  the  standards  demanded  of 
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candidates  for  their  admission  to  practice.  In  other  words, 
the  grade  tells  each  candidate  whether  he  passed.  Much 
can  be  said  for  a  system  of  reporting  which  uses  but  two 
words,  such  as  1 1 satisfactory' '  or  "unsatisfactory",  or 
"pass"  or  "fail."  Such  reports  convey  the  essential 
message.  However,  a  system  of  relative  grades  is  helpful 
because  it  can  single  out  those  of  exceptional  merit  for 
special  honors  and  because  it  can  indicate  in  a  general 
way  the  relative  extent  by  which  those  who  failed  fell 
short  of  the  standards  attained  by  the  successful  candi- 
dates. Numerical  grades  which  show  the  relative  degree  of 
failure  can  be  helpful  in  guiding  the  future  actions  of  the 
candidates.  Depending  upon  the  individual  circumstances 
and  the  ability  of  the  candidates,  the  grades  may  suggest 
a  redirection  of  effort  to  other  areas  or  they  may  stimulate 
the  candidates  to  additional  study  and  preparation.  The 
system  of  relative  grades  is  especially  helpful  to  candidates 
who  accumulate  partial  credit  under  the  states'  conditioning 
rules. 

If  a  change  in  the  passing  grade  were  made,  would  more 
or  fewer  candidates  pass  the  examination?  Since  the  grades 
simply  tell  the  candidates  how  they  compare  with  each 
other,  there  would  be  no  direct  etfect  on  the  number  who 
pass  or  fail.  This  experience  is  determined  by  the  perform- 
ance of  the  candidates  and  the  standards  characteristic  of 
the  examination  and  the  profession.3  Fairness  to  the  candi- 
dates is  assured  primarily  by  the  method  with  which  the 
papers  are  graded.  (The  method  is  described  in  Chapter 

in.) 

When  considering  a  change  in  the  passing  grade,  it  is 
important  to  remember  that  the  grades  are  not  absolute 
quantities  but  are  really  indications  of  the  merit  of  the 
papers  in  relation  to  the  passing  level.  Thus  a  change  in 

8  Methods  of  measuring  the  performance  of  candidates  are  described  in 
Chapter  V.  Analysis  of  the  earnest  candidates  in  Illinois,  for  example,  shows 
that  over  a  period  of  years  64%  are  successful. 
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the  passing  level  would  cause  proportionate  changes  in  the 
grades  on  all  the  papers.  It  is  beyond  the  scope  of  the 
Commission's  study  to  determine  why  75  has  become  so 
widely  used  as  a  passing  level  in  the  CPA  examination 
and  other  professional  examinations.  The  answer  certainly 
would  be  of  historical  interest.  But,  if  75  is  to  be  abandoned, 
what  other  number  should  be  chosen,  and  why?  Should  the 
substitute  be  73,  70,  65,  or  80?  What  criteria  are  there  to 
indicate  that  any  number  would  serve  as  a  better  relative 
passing  mark  than  75?  The  Commission  believes  that  no 
other  specific  number  would  serve  the  required  purpose 
any  better  than  75. 

Recognition  of  Partial  Credits  by  State  Boards 

The  Uniform  CPA  Examination  includes  four  subjects. 
These  are  designated  Accounting  Practice,  Auditing,  Com- 
mercial Law,  and  Theory  of  Accounts.  The  Accounting 
Practice  is  given  in  two  four  and  one-half  hour  sessions 
on  successive  afternoons ;  the  first  is  referred  to  as  Part  I 
and  the  second,  as  Part  II.  Each  of  the  other  three  subjects 
is  administered  in  a  single  continuous  session  of  three  and 
one-half  hours.  Thus  candidates  who  take  the  complete 
examination  turn  in  five  papers  for  four  subjects  and,  in 
most  states,  receive  a  grade  for  each  of  the  four  subjects. 

It  is  not  necessary,  however,  that  the  candidates  receive 
a  passing  grade  in  all  subjects  at  one  semiannual  examina- 
tion. The  laws  or  regulations  in  all  jurisdictions  permit 
the  candidates  to  accumulate  passing  credit  in  individual 
subjects  over  varying  periods  of  time.  In  some  cases  the 
lapse  of  time  is  related  to  the  experience  requirement.4  In 
other  cases  the  time  interval  serves  as  a  relief  provision 

*  For  example,  in  New  York  applicants  for  the  examination  need  no  account- 
ing experience  to  take  the  subjects  of  Theory  of  Accounts  and  Commercial  Law 
but  they  must  complete  three  years'  experience  to  take  the  subjects  of  Account- 
ing Practice  and  Auditing. 
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to  enable  candidates  to  concentrate  their  preparation  on 
fewer  subjects  on  successive  examinations.  The  length  of 
time  allowed  to  accumulate  passing  grades  in  all  four  sub- 
jects varies  widely  among  the  states.  The  period  is  ex- 
pressed in  some  states  in  terms  of  examinations  and  in  some 
states  in  terms  of  years.  The  minimum  is  two  examinations. 
Fourteen  jurisdictions  have  no  time  limit  stated. 

Twenty-one  jurisdictions  permit  the  accumulation  of 
credits  by  subjects  if  a  combination  of  two  subjects  or 
Accounting  Practice  is  passed  at  one  sitting.  Seventeen 
accept  any  two  subjects.  Eleven  accept  one  subject.  Some 
jurisdictions  name  certain  combinations  of  subjects  which 
must  be  passed  together.  Four  require  that  certain  mini- 
mum grades  such  as  50  or  60  be  earned  in  the  subjects 
failed  in  order  to  retain  the  credit  in  the  subjects  passed. 

The  rules  governing  partial  credits  aje  administered 
by  the  various  boards  in  each  jurisdiction,  NOT  by  the 
Education  Division  of  the  AICPA.  However,  knowledge 
of  the  rules  is  helpful  to  the  effective  operation  of  the 
Advisory  Grading  Service.  For  example,  it  is  equally  im- 
portant to  review  and  reread  papers  that  almost  qualify 
for  partial  credit  in  one  or  two  subjects  under  the  appro- 
priate jurisdictions'  rules  as  it  is  to  regrade  papers  that 
almost  qualify  for  passing  in  all  four  subjects.  The  partial 
credit  rules  also  explain  why  several  states  prepare  sta- 
tistics which  show  the  performance  of  their  candidates  on 
individual  subjects  as  well  as  on  the  examination  as  a  whole. 

Conclusion 

The  Commission  concludes  that  the  Uniform  CPA  Exami- 
nation is  a  key  factor  in  the  maintenance  of  high  standards 
in  the  profession. 

Since  neither  accounting  principles  nor  auditing  stand- 
ards are  restricted  to  geographical  areas,  a  uniform 
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examination  for  CPAs  throughout  the  country  is  both 
feasible  and  desirable.  It  is  especially  noteworthy  that  many 
of  the  questions  in  Accounting  Practice,  Theory  of  Ac- 
counts, and  Auditing  are  drawn  from  a  stockpile  which  is 
continually  replenished  by  educators,  members  of  state 
boards,  and  other  representatives  of  the  profession  through- 
out the  country. 

With  respect  to  Commercial  Law,  the  Commission  con- 
cludes that  a  study  should  be  undertaken  to  determine  the 
feasibility  of  eliminating  Commercial  Law  as  a  separate 
part  of  the  CPA  examination. 

In  addition,  the  Commission  concludes  that  the  level  of 
difficulty  and  the  established  passing  grade  of  75  of  the 
Uniform  CPA  Examination  are  quite  appropriate  for  the 
objectives  aimed  at  in  the  examination. 

Statement  of  Dissent  By  P.  K.  Seidman 

I  respectfully  dissent  from  that  part  of  the  majority  report,  which  recom- 
mends that  the  fate  of  the  section  on  Commercial  Law  be  decided  by  some 
other  group.  In  my  opinion,  this  Commission  is  in  a  position  to  pass  judgment. 
I  cannot  see  the  wisdom  in,  or  the  need  of,  having  the  matter  deferred. 

The  majority  report  suggests  a  special  committee  to  determine  how  to  deal 
with  the  Commercial  Law  section  of  the  examination.  But  such  a  group  will 
have  to  deal  with  the  same  pros  and  cons  incorporated  in  this  report.  Pre- 
sumably, the  new  group  will  come  up  with  the  same  alternatives  we  enumerate. 
If  so,  I  think  we  owe  the  Association  of  Certified  Public  Accountant  Examiners, 
which  is  footing  the  bill  for  the  Commission  study,  an  answer  rather  than  a 
meaningless  delay. 

In  my  opinion,  the  time  devoted  to  the  Commercial  Law  section  of  the  CPA 
examination  might  well  be  devoted  to  matters  more  directly  related  to  pro- 
fessional practice.  I  would,  therefore,  retain  the  two  and  one-half  day  exami- 
nation, without  a  section  on  Commercial  Law.  The  half  day  thus  released  can 
be  absorbed,  possibly,  by  added  emphasis  on  auditing,  which  is  the  principal 
domain  of  the  CPA. 

There  are  ten  jurisdictions  that  can  now,  by  State  Board  action,  eliminate 
the  Commercial  Law  section.  We  should  call  for  such  action  on  the  part  of  the 
ten.  They  can  spark  the  movement  towards  the  objective.  As  a  CPA  Examina- 
tion Appraisal  Commission,  we  should  face  up  to  this  controversial  issue  and 
decide  it.  I  am  disappointed  that  the  majority  would  not  do  so.  Notwith- 
standing, I  suggest  that  all  jurisdictions  bend  their  effort  towards  elimination 
of  the  Commercial  Law  section  from  the  Uniform  CPA  Examination. 
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CHAPTER  II 


ORGANIZATION 
AND  SECURITY 

Staff  Organization  of  the  Examination  and 
Grading  Functions 

The  uniform  examination  and  the  Advisory  Grading 
Service  are  under  the  general  supervision  of  the  nine-man 
Board  of  Examiners  of  the  AICPA.  Both  are  administered 
by  a  full-time  Director  of  Education.  His  \ime  is  divided 
between  the  examination  and  other  educational  activities 
of  the  AICPA,  but  the  greater  part  of  his  time  is  spent 
on  the  former. 

The  Board  of  Examiners 

The  nine  members  of  the  Board  of  Examiners  are  CPAs 
and  members  of  the  AICPA.  Each  year  three  are  elected 
by  the  governing  Council  of  the  AICPA  for  three-year 
terms  and  may  be  reappointed.  All  members  of  the  AICPA 
Board  of  Examiners  are  also  present  or  former  members 
of  a  state  board  of  examiners.  The  Board  members  are 
chosen  to  provide  wide  regional  representation.  The  Board 
always  includes  at  least  two  CPAs  who  are  attorneys. 

The  Board  of  Examiners  sets  the  policy  for  the  examina- 
tion and  grading  activities  carried  out  by  the  Education 
Division  of  the  AICPA.  The  Board  suggests  the  type  of 
questions  which  should  be  included  in  the  examination. 
Through  subcommittees  of  its  members,  the  Board  reviews, 
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appraises,  and  edits  the  potential  examination  material  sub- 
mitted to  it  by  the  Director  of  Education.  The  Board,  as  a 
whole,  approves  the  examination  in  its  final  form. 

Pertinent  details  in  carrying  out  the  Board's  policies  are 
described  in  the  following  pages.  The  steps  involved  are 
grouped  for  convenience  of  discussion  into  the  development 
of  the  questions  and  answers,  the  control  of  the  various 
drafts  of  the  examination,  and  the  distribution  of  the 
examination  papers  to  the  state  boards. 

Development  of  Questions  and  Answers 

Generally,  the  prospective  examination  questions  and 
answers  go  through  four  drafts.  The  first  draft  is  prepared 
by  the  Director  of  Education  and  his  assistants.  Some  of 
the  questions  and  answers  are  originated  by  them  and 
some  are  drawn  from  the  stockpile  contributed  by  members 
of  the  profession  throughout  the  country.  Since  the  con- 
tributors do  not  know  when,  if  ever,  their  material  will 
be  used  and,  if  used,  whether  it  will  be  changed,  there  is 
no  security  risk  involved  in  the  use  of  the  stockpiled 
material. 

Copies  of  the  first  draft  are  sent  to  the  chairman  of  the 
Board  of  Examiners  and  to  the  members  of  the  appropriate 
subcommittees  of  the  Board  who  are  working  on  the  respec- 
tive parts  of  the  examination.  The  chairman  and  the  mem- 
bers of  the  Board  critically  evaluate  the  proposed  material 
and  offer  suggestions  for  improvement.  The  first  draft  is 
also  tried  out  by  having  some  of  the  most  expert  graders 
evaluate  the  questions  for  clarity  and  content.  This  work 
is  done  on  a  confidential  basis.  Invariably  the  suggestions 
of  the  Board  and  the  selected  graders  result  in  changes, 
some  of  which  are  relatively  minor  and  some  of  which  re- 
quire the  substitution  of  new  questions  or  problems  by  the 
Director  of  Education.  The  second  draft  is  sent  to  the  chair- 
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man  of  the  Board  and  the  appropriate  subcommittee  mem- 
bers for  further  evaluation  and  clearance.  Then  the  Director 
prepares  the  third  draft  and  sends  it  to  the  Board  as  a 
whole. 

All  members  of  the  AICPA  Board  of  Examiners  review 
the  complete  examination  and  answers  in  the  third  draft 
and  offer  suggestions  for  improvement.  These  suggestions 
are  included  in  the  fourth  draft,  which  is  then  ready  for 
final  approval  by  the  Board.  Within  two  weeks  of  the 
Board's  approval  of  the  fourth  draft,  the  Director  of 
Education  prepares  the  copy  of  the  questions  and  problems 
for  the  printer.  Only  the  questions  and  problems  are  sent 
to  the  printer.  They  are  sent  at  least  60  days  prior  to  the 
examination.  The  fourth  draft  of  the  answers  and  a  corres- 
ponding copy  of  the  questions  and  problems  are  retained 
by  the  Director  of  Education. 

Control  of  the  Drafts  in  Process 

When  it  is  decided  that  a  question  drawn  from  the  stock- 
pile is  to  be  used  in  an  examination  or  when  a  staff  member 
initiates  the  preparation  of  a  new  question,  special  pre- 
cautions are  taken  to  keep  the  material  confidential.  The 
work  is  done  in  private  offices  which  can  be  locked  or 
observed  by  other  competent  personnel  during  the  absence 
of  the  staff  member.  Also  unauthorized  personnel  are  de- 
nied entry  while  the  work  is  in  progress.  No  material  is 
left  unattended  in  typewriters  or  on  desks.  Typing  is  done 
by  permanent  and  trusted  employees  of  the  department. 
Spoiled  sheets  and  other  parts  of  the  examination  are  not 
placed  in  waste  baskets.  A  permanent  member  of  the 
EdjUcation  Division  is  present  when  material  is 
duplicated  by  mimeograph.  All  spoiled  sheets  and  good 
copies  are  retained  by  this  individual  and  later  stored  in 
the  safe.  When  not  in  use,  all  material  is  locked  in  specially 
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designed  file  cabinets  and  vaults.  Waste  material  is  dis- 
posed of  after  the  examination  has  been  given.  In  addition, 
it  is  a  cardinal  rule  that  no  person  working  on  the  examina- 
tion activities  may  discuss  them  in  the  presence  of  outsiders. 

Correspondence  involving  confidential  material  is  handled 
by  the  full-time  secretary  to  the  Director  of  Education. 
Most  of  this  correspondence  is  with  members  of  the  Board 
of  Examiners.  Outgoing  mail  is  sealed  in  two  envelopes. 
The  inside  envelope  is  marked  ' '  to  be  opened  only  by  the 
addressee.' '  The  mail  is  registered  with  a  return  receipt 
requested.  A  record  of  the  mail  is  kept.  It  shows  the 
addressee,  the  date  sent,  and  the  acknowledgment  of  receipt. 
When  communicating  with  the  Director  of  Education  about 
confidential  matters,  the  Board  members  customarily  mark 
the  envelopes  ' '  Confidential. ' '  Incoming  mail  so  marked  is 
delivered  unopened  to  the  Director. 

When  the  final  copy  of  the  examination  is  ready,  the 
representative  of  the  printer  visits  the  AICPA  offices  to 
obtain  instructions  concerning  the  three  copies  of  proof 
needed  on  the  examination.  The  material  is  sent  to  the 
printing  plant  in  two  envelopes.  It  is  carried  in  a  sealed 
pouch  by  a  bonded  messenger.  A  second  set  of  instructions 
to  the  plant  superintendent  is  included  in  the  outer  envelope. 
The  proof  is  returned  to  the  Director  in  a  sealed  envelope 
by  a  bonded  messenger. 

Upon  receipt  of  the  proof,  all  copies  are  corrected  to 
conform  with  the  copy  of  the  examination  retained  in  the 
locked  files  of  the  Director.  At  this  time,  another  thorough 
check  is  made  to  see  that  the  examination  is  clear  and 
accurate  in  all  respects.  As  part  of  the  check  the  model 
answers  are  traced  to  the  questions  and  problems  to  see 
that  no  errors  of  any  kind  have  occurred  and  that  the 
examination  is  printed  as  approved  by  the  Board  of 
Examiners.  The  corrected  proof  is  returned  to  the  printer 
by  bonded  messenger. 
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The  printer  also  does  confidential  work  for  the  govern- 
ment and  applies  similar  security  measures  to  the  work  for 
the  government  and  for  the  AICPA.  These  measures  in- 
clude the  possibility  of  a  visit  to  the  plant  by  the  Director 
of  Education  or  his  representative  while  the  work  is  being 
done.  The  printer  delivers  the  printed  examination  papers 
to  the  AICPA  offices  one  month  before  the  examination 
date.  The  papers  are  shipped  in  sealed  boxes  identified  in 
code  and,  when  received,  these  boxes  are  stored  in  locked 
rooms. 

The  answers,  of  course,  are  processed  with  the  same  high 
degree  of  control  as  the  questions.  As  mentioned  above, 
the  answers  are  not  sent  to  the  printer.  They  are  cut  on 
stencils  and  mimeographed  in  the  AICPA  offices  a  reason- 
able time  before  the  examination  dates.  The  mimeographed 
answers  are  kept  in  locked  rooms  at  the  AICPA  offices 
until  the  afternoon  of  the  last  day  of  the  examination. 

Distribution  to  State  Boards 

The  distribution  of  the  printed  examination  papers  is  a 
complicated  process,  yet  it  is  closely  controlled  by  the 
AICPA.  The  examination  papers,  and  any  special  answer 
sheets,  are  assembled  and  packed  in  the  AICPA  offices 
under  the  close  supervision  of  an  experienced  and  reliable 
member  of  the  permanent  staff.  The  actual  manual  work 
is  done  by  individuals  who  have  been  painstakingly  screened 
and  selected  with  extreme  care.  They  are  thoroughly  in- 
doctrinated with  the  confidential  nature  of  the  work. 

The  shipment  of  the  examination  papers  is  done  system- 
atically to  assure  that  an  ample  supply  of  papers  is  on 
hand  at  each  of  the  eighty  to  eighty-five  locations  where 
the  examination  is  given.  To  maintain  as  high  a  degree  of 
control  as  possible  the  AICPA  confirms  all  shipping 
addresses  in  advance,  requests  return  receipts  on  all  ship- 
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ments,  and  keeps  a  roster  of  shipments  and  the  return 
receipts. 

The  "  Notes  to  the  Examiners, ' '  which  are  the  AICPA 's 
recommended  answers  and  solutions,  are  kept  under  strict 
control  by  the  Director  of  Education  until  the  afternoon 
of  the  third  examination  day.  Then  a  copy  is  sent  to  the 
secretary  of  each  state  board. 

Conclusion 

The  organization  and  methods  used  by  the  AICPA  to 
keep  the  content  of  the  CPA  examination  secret  from  the 
time  the  first  draft  is  prepared  until  the  candidates  sit  for 
the  examination  are  well  designed.  Recognition  of  the  im- 
portance of  security  measures  and  continuous  vigilance  by 
the  AICPA  administrators  make  the  security  system  effec- 
tive. No  breaches  of  the  AICPA  security  system  have  come 
to  the  attention  of  the  Commission. 
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CHAPTER  III 


GRADING  THE 
CANDIDATES'  PAPERS 


The  Commission's  observation  of  the  grading  of  the  May 
1959  examination  confirmed  that  the  Advisory  Grading 
Service  is  administered  effectively  in  accordance  with  the 
system  set  forth  in  the  Handbook  of  Certified  Public  Ac- 
countant Examinations  and  Educational  Activities,  which, 
as  indicated  in  the  Preface,  was  reviewed  by  Dr.  Ebel  of 
the  Educational  Testing  Service  at  Princeton,  New  Jersey. 
He  reported  that  "the  procedures  followed  in  the  Certified 
Public  Accountant  Examinations  reflect  a  high  degree  of 
competence  in  design  and  expertness  in  administration. 9  91 
The  following  pages  describe  the  grading  activities  in 
general  terms  to  provide  a  concise  perspective  and  to 
evaluate  the  system  in  terms  of  consistency,  fairness,  and 
personal  attention. 

Description  of  Official  Grading 

The  objective  of  the  grading  process  is,  of  course,  to  rank 
the  candidates  and  to  identify  those  who  demonstrate  the 
ability  required  of  a  CPA.  This  goal  is  reached  by  reading 
all  deserving  papers  at  least  twice.  The  first  reading  is  by 
the  graders.  Each  grader  reads  the  answers  to  only  one 
question.  The  second  reading  is  by  the  reviewers.  Each 
reviewer  reads  all  the  answers  on  each  paper.  The  purpose 

1  See  Appendix  A,  Dr.  Ebel 's  report  dated  October  5,  1959. 
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of  the  first  reading  is  to  separate  the  papers  into  three 
general  groups: 

1.  obvious  passes 

2.  borderline  papers 

3.  obvious  failures. 

Papers  with  initial  grades  of  60  to  74  qualify  for  the 
second  reading.  The  purpose  of  the  second  reading  is  to 
direct  expert  attention  to  those  papers  which  require 
additional  consideration  of  the  individual  ability  displayed 
by  the  candidates.  As  the  review  progresses  and  the  effec- 
tiveness of  the  first  grading  is  assured,  the  review  concen- 
trates on  papers  from  65  to  74.  The  reviewers  look  at  all 
answers  on  a  candidate's  papers  but  pay  particular  atten- 
tion to  those  for  which  the  initial  grades  are  low  enough 
to  permit  a  possible  increase  of  a  greater  number  of  points. 
For  example,  a  16-point  question  to  which  8  points  were 
initially  allotted  permits  a  greater  possible  increase  on  re- 
view than  one  to  which  14  points  were  initially  allotted. 
The  purpose  is  to  raise  the  grades  of  qualified  candidates 
to  the  passing  level.  Sometimes  graders  will  call  the  atten- 
tion of  the  reviewers  to  particular  answers  which  they 
think  the  reviewers  should  read  most  carefully. 

The  initial  grading  and  the  review  are  done  by  subjects. 
After  all  subjects  are  completed  for  a  state,  the  grades 
earned  by  candidates  in  all  subjects  taken  are  inspected  by 
the  Director  of  Education  in  order  to  evaluate  how  the 
candidates  did  on  the  examination  as  a  whole.  The  objective 
is  to  direct  attention  to  the  papers  of  those  candidates  who 
are  close  enough  to  passing  to  deserve  a  third  grading.  For 
those  states  where  certain  grade  levels  are  of  significance 
under  the  states'  conditioning  rules,  the  papers  that  are 
close  to  conditioning  also  are  picked  for  a  third  grading. 
For  example,  in  two  states  a  candidate  with  a  75  in  Com- 
mercial Law,  a  75  in  Auditing,  a  48  in  Accounting  Practice, 
and  a  48  in  Theory  of  Accounts  would  fail  the  examination 
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and  be  required  to  rewrite  all  subjects  of  the  examination 
thereafter.  If  his  combination  of  grades  included  a  50  in 
Accounting  Practice  and  a  50  in  Theory  of  Accounts,  he 
would  achieve  conditional  status  and  would  be  required  to 
rewrite  only  the  Accounting  Practice  and  Theory  of  Ac- 
counts parts  of  the  examination.  A  careful  third  grading 
would  determine  whether  this  candidate  would  be  given 
grades  of  50  instead  of  48.  All  those  with  grades  in  the 
borderline  area  (and  some  with  75 's  which  require  further 
evaluation)  are  picked  for  a  third  grading.  This  is  referred 
to  technically  as  regrading.  At  the  discretion  of  the  Director 
of  Education,  it  may  be  done  by  the  graders^  or  reviewers. 
In  addition  to  re-evaluating  the  candidates'  papers,  the 
third  grading  is  a  valuable  check  on  the  grading  process 
itself.  Knowledge  that  some  papers  will  be  read  three  times 
and  the  grades  compared  by  the  Director  of  Education  is 
a  strong  factor  in  maintaining  the  consistency  of  grading. 

After  comparing  the  results  of  the  regrading  with  the 
two  previous  gradings  of  the  papers,  the  Director  person- 
ally decides  the  final  status  of  these  borderline  candidates. 
In  some  difficult  cases  the  Director  himself  may  give  the 
papers  a  fourth  reading. 

Preparation  of  the  Grading  Basis 

During  the  first  eight  to  ten  days  after  the  examination, 
the  section  chairmen  and  the  reviewers  develop  the  grade 
sheets,  the  grading  guides,  and  the  notes  for  the  reviewers.2 
The  grade  sheets  for  each  subject  indicate  the  acceptable 
items  in  the  answers  and  their  assigned  weights.  One  grade 
sheet  is  attached  to  each  candidate's  papers;  it  becomes  a 
permanent  record  of  the  points  earned.  The  grading  guide 
describes  the  concepts,  ideas,  reasons,  entries,  amounts,  and 
other  items  which  constitute  an  acceptable  answer;  it  also 

2  The  development  of  a  grade  sheet  and  a  grading  guide  used  in  the  May  1959 
examination  is  explained  and  illustrated  in  Appendix  B  of  this  report. 
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provides  instructions  on  how  to  interpret  certain  items  that 
may  appear  on  the  candidates'  papers  as  well  as  instruc- 
tions covering  the  techniques  of  grading  and  scoring.  A 
copy  of  the  grading  guide  is  given  to  each  grader  and  re- 
viewer. Notes  for  the  reviewers  are  a  composite  of  inter- 
pretations and  amplifications  of  gradable  items  prepared 
by  the  reviewers  for  their  own  use.  The  grade  sheets,  etc., 
evolve  from  the  preliminary  reading  of  three  successive 
sample-groups  of  the  candidates'  papers.  The  size  of  the 
sample  varies  among  subjects  and  readings.  The  size  ranges 
from  100  to  500  papers.  The  first  two  readings  are  done  by 
reviewers  and  a  few  experienced  graders.  These  readings 
are  vertical  in  the  sense  that  each  reader  grades  all 
questions. 

In  Accounting  Practice,  due  to  the  number  of  problems, 
each  reader  limits  himself  to  three  or  four  problems.  These 
readings  indicate  the  scope  of  the  candidates'  answers  and 
the  ways  in  which  they  are  interpreting  the  questions.  The 
readers  use  this  information  both: 

1.  to  expand  the  model  answers  so  that  they  include 
gradable  items  for  all  reasonable  answers,  and 

2.  to  reassign  points  to  the  gradable  items  so  that  total 
points  earned  will  clearly  identify  and  rank  the  can- 
didates according  to  merit. 

After  the  first  two  readings  and  the  thorough  discussions 
of  their  findings  by  the  reviewers,  the  reviewers  have  a 
comprehensive  knowledge  of  the  potential  answers  to  every 
question  and  the  way  in  which  they  should  be  graded.  At 
this  point  the  grading  star!  reports  for  duty.  Each  grader 
is  assigned  to  one  question,  usually  with  two  graders  to 
a  question.  The  graders  are  given  the  latest  revision  of  the 
grade  sheets  and  grading  guides.  The  reviewers  discuss  with 
the  graders  the  relative  importance  of  the  concepts  in- 
volved. Also  the  graders  are  given  a  list  of  reading  refer- 
ences which  they  study  to  assure  that  they  understand  the 


concepts  and  possible  approaches  to  the  answer  offered  by 
the  candidates.  They  read  and  grade  a  third  sample  of 
papers  in  order  to  familiarize  themselves  with  the  answers 
and  the  gradable  points.  This  sample  is  the  largest  and 
ranges  from  200  to  500  papers.  During  this  third  reading, 
the  two  graders  assigned  to  the  same  question  exchange 
papers  and  compare  the  grades  given  by  each  to  resolve 
differences  in  interpretations.  The  papers  are  also  read 
carefully  by  the  reviewers  to  check  conformance  with  the 
grade  sheet  and  the  grading  guide.  Again  differences  are 
resolved  by  comparison  and  discussion.  These  discussions 
may  in  turn  result  in  further  adjustments  in  the  grade 
sheets  and  the  guide.  After  a  few  days  when  both  graders 
on  a  question  are  grading  papers  consistently,  and  in  ac- 
cordance with  the  reviewers,  the  graders  are  cleared  for 
official  grading.  At  this  point,  the  grade  sheet  has  evolved 
to  its  fourth  and  final  stage,  and  the  official  grading  begins. 
Up  to  this  point  a  total  of  eight  to  ten  days  has  been 
devoted  both : 

1.  to  the  development  of  the  broad  pattern  of  answers 
and  point  allocations  that  will  rank  the  candidates 
according  to  ability  disclosed  on  the  papers,  and 

2.  to  the  preparation  and  training  of  the  grading  per- 
sonnel for  this  specific  examination. 

Evaluation  in  Detail 

The  general  conclusions  of  the  Commission  are  amplified 
best  in  the  following  discussion  of  specific  aspects  of  the 
grading  process.  A  moment's  reflection  on  the  magnitude 
of  processing  and  grading  several  thousand  papers  imme- 
diately raises  the  questions  of  consistency,  fairness,  and 
personal  attention. 

Consistency.  Are  the  first  papers,  the  last  papers,  and  the 
in-between  papers  all  graded  on  the  same  basis !  The  answer 
is  "Yes."  Consistency  is  gained  by  assigning  each  grader 
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to  only  one  question  and  by  applying  the  several  checks 
on  his  performance.  Each  grader  is  thoroughly  trained  in 
all  aspects  of  the  answer  to  his  assigned  question  before 
he  is  cleared  for  official  grading.  Each  day  he  prepares  a 
frequency  distribution  of  the  grades  given.  The  reviewers 
compare  the  distributions  from  day  to  day  and  for  both 
graders  on  the  same  question.  Some  variations  in  the  pat- 
tern can  be  explained  by  such  known  factors  as  the  quality 
of  the  work  usually  done  by  candidates  in  the  state  being 
graded.  Other  variations  must  be  explained  to  the  satisfac- 
tion of  the  reviewers.  In  extreme  cases  the  papers  are 
redone  by  the  grader.  Dr.  Ebel  mentioned  the  possibility 
that  even  though  two  graders  turn  in  the  same  pattern  of 
grade  distribution  each  day,  they  might  differ  materially 
on  the  grades  given  to  individual  papers.  This  is,  of  course, 
true  but  its  occurrence  is  controlled  by  the  normal  review 
process.  The  review  process  serves  as  a  check  on  consistency 
because  the  reviewers  compare  their  own  point  allocations 
on  answers  with  those  recorded  by  the  graders. 

Another  check  on  consistency  occurs  when  the  Director 
of  Education  returns  papers  to  the  graders  for  a  third 
grading.  In  this  case  the  Director  retains  the  initial  grade 
sheets  for  comparison  when  the  papers  are  returned  to  him. 
The  grader  must  explain  to  the  Director  any  significant 
differences  between  the  first  and  third  scores.  Dr.  Anderson 
feels  that  this  requirement  exerts  a  strong  psychological 
influence  toward  consistency.  The  matter  of  regrading  the 
same  papers  several  times  was  discussed  at  length  with  him 
and  some  of  the  reviewers.  The  possibility  of  having  the 
same  papers  regraded  once  each  week  for  a  total  of,  say, 
six  times  is  considered  impractical  by  them.  The  comparison 
of  first  and  third  scores  on  a  series  of  papers,  all  tied  into 
the  same  grading  guide,  serves  the  desired  purpose.  In  this 
connection,  it  is  noted  that  Dr.  Ebel  suggests  that  additional 
post-mortem  statistical  studies  might  prove  helpful.  Corre- 
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lation  charts  of  scores  given  on  the  first  and  third  gradings 
of  the  same  paper  fall  within  this  suggestion.  Statistics 
of  this  type  could  help  the  Director  decide,  for  example, 
the  economical  percentage  of  the  papers  which  should  be 
regraded. 

In  case  of  an  interruption  of  several  days  in  grading,  the 
grader  spends  an  hour  or  two  reorienting  himself  to  the 
grade  sheet  and  grading  guide  before  he  restarts  official 
grading.  As  the  grading  progresses  it  becomes  necessary 
to  reassign  graders  to  questions  which  are  running  slowly. 
In  each  case  the  grader  grades  a  sample  pf  papers  and 
orients  himself  to  the  answer  as  he  did  for  his  first  assign- 
ment. Because  of  the  cost  of  the  time  required  to  develop 
consistency  and  grading  speed,  only  the  best  graders  are 
transferred  to  another  question  when  grading  is  in  progress. 

Fairness.  The  fairness  of  the  grading  process  is  assured 
by  the  thorough  and  painstaking  development  of  the  grad- 
ing basis.  The  initial  model  answer,  prepared  by  the  AICPA 
staff  prior  to  the  examination,  is  used  to  grade  the  first 
sample  of  papers.  This  sample  includes  from  100  to  150 
papers.  It  bears  repeating  that  the  examination  draws  upon 
a  wealth  of  material  and  its  coverage  is  broad  in  scope. 
The  candidates  as  a  group  have  widely  varying  levels  of 
ability.  The  examination  is  made  challenging  enough  to 
provide  an  opportunity  for  even  the  best  prepared  candi- 
dates to  demonstrate  their  highest  ability  under  the  exami- 
nation's pressures.  The  model  answers,  which  are  used  to 
grade  the  first  sample  of  papers,  are  prepared  in  a 
thorough  way  by  experienced  men  on  the  AICPA  staff. 
The  exceptional  competence  of  these  men  is  reflected  in 
the  quality  of  the  model  answers. 

For  these  reasons  the  reviewers  do  not  expect  too  many 
candidates  to  duplicate  the  model  answer  in  every  question. 
If  practically  all  do  well  on  a  particular  question,  it 
obviously  is  among  the  easier  ones.  On  the  first  reading, 
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the  reviewers  are  actively  looking  for  legitimate  additional 
items  introduced  by  the  candidates.  They  are  determining 
how  the  candidates  interpreted  the  questions  and  tried  to 
make  their  answers  responsive  to  the  questions.  In  a  very 
real  sense,  especially  on  the  questions  which  the  candidates 
found  more  difficult,  the  reviewers  are  evaluating  the  con- 
cepts elicited  from  candidates  rather  than  concepts  included 
in  the  model  answer.  During  the  first  reading  the  reviewers 
keep  extensive  notes  on  what  they  find  and  thoroughly  dis- 
cuss the  answers  before  preparing  the  second  grade  sheet 
and  grading  guide.  The  second  drafts  include  the  new 
concepts.  They  also  include  adjusted  point  allocations  for 
the  items  that  the  candidates  are  writing  in  their  answers. 

The  second  drafts  of  the  grade  sheet  and  grading  guide 
are  in  a  real  sense  the  combined  effort  of  the  examiners 
and  the  candidates.  The  examiners  state  what  they  think 
is  the  scope  and  content  of  a  correct  answer  in  the  model. 
The  candidates  state  what  they  think  is  the  scope  and 
content  of  a  correct  answer  in  their  papers  submitted  for 
grading.  In  their  first  reading,  the  reviewers  compare  the 
examiners'  answers  with  the  candidates'  answers  and 
evaluate  each  in  terms  of  the  other.  The  second  drafts  of 
the  grade  sheet  and  the  grading  guide  blend  the  two, 
giving  due  consideration  to  the  interpretations  and  ap- 
proaches by  the  better  candidates.  The  influence  of  the  can- 
didates '  efforts  is  primarily  on  the  breadth  or  scope  of  the 
answers  and  on  the  depth  or  degree  of  analytical  judgment 
sought.  The  first  and  successive  revisions  use  the  candi- 
dates '  papers  to  evolve  the  level  of  attainment  required  for 
a  passing  grade.  The  level  is  set  in  terms  of  the  accomplish- 
ment of  the  better  candidates. 

The  second  sample  reading  tests  the  effectiveness  and 
fairness  of  the  second  grade  sheet.  It  covers  from  100  to 
200  papers.  Three  statistical  devices  are  used ;  namely,  the 
distribution  of  grades,  the  scatter  chart,  and  the  item 
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analysis.  As  a  group  these  devices  identify  the  floor  items, 
the  discriminating  items,  and  the  passing  percentage  of 
candidates  for  each  question.  Items  written  by  both  well- 
prepared  and  poorly  prepared  candidates  are  called  floor 
items  and  are  assigned  points  which  will  bring  the  scores 
within  striking  distance  of  passing.  Items  which  are  written 
chiefly  by  the  better  candidates  are  called  discriminating 
items  and  are  assigned  points  which  will  put  the  good 
candidates  over  the  passing  per  cent.  Painstaking  effort  is 
required  in  drawing  up  the  pattern  of  points  for  floor  and 
discriminating  items  because  the  vast  majority  of  answers 
fall  far  short  of  the  first  model.  The  pattern  finally  chosen 
identifies  the  better  candidates  and  allots  them  grades  of 
at  least  75  points. 

In  many  of  the  examinations  the  candidates  are  given 
the  opportunity  to  select  and  answer,  for  example,  one  out 
of  two  alternative  questions  or  two  out  of  three  alternative 
questions.  The  alternative  questions  treat  different  topics 
and  thereby  increase  the  breadth  of  coverage  in  the  exami- 
nation. They  are  referred  to  as  optional  questions.  When 
the  optional  questions  are  prepared,  they  are  intended  to 
be  at  the  same  level  of  difficulty  so  that  each  candidate  is 
treated  fairly  regardless  of  which  alternative  he  chooses. 
Occasionally,  the  sample  reading  discloses  that  the  candi- 
dates interpreted  some  of  the  questions  differently  than 
intended.  In  such  cases  the  grading  pattern  compensates 
for  the  variations  in  the  adequacy  of  the  candidates ' 
answers  elicited  by  each  of  the  optional  questions.  Floor  and 
discriminating  points  are  allocated  to  the  questions  found 
to  be  more  difficult  so  that  the  better  candidates  who  chose 
them  receive  grades  that  at  least  place  them  in  the  review 
range  for  further  consideration.  This  procedure  provides 
fair  treatment  for  the  candidates  who  chose  the  alternative 
which  proved  to  be  more  challenging. 

When  questions  lend  themselves  to  several  different  but 
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acceptable  answers,  the  grade  sheet  is  designed  to  give 
credit  for  the  alternative  answers.  In  such  cases,  however, 
the  candidates'  answers  must  be  internally  consistent;  they 
may  not  be  illogical  mixtures  of  the  alternatives.  Further- 
more, point  limits  (called  maximums)  must  be  set  on  the 
subrequirements  of  a  question  to  maintain  equity  among 
the  candidates.  The  maximums  on  the  subrequirements 
(such  as,  say,  parts  a,  b,  and  c)  enable  a  candidate  who  gives 
a  satisfactory  answer  for  all  parts  of  a  question  to  earn 
a  higher  grade  than  the  candidate  who  gives  several, 
additional  alternatives  on  part  a  and  avoids  part  b  and  c. 

In  some  instances  where  the  various  subrequirements  for 
a  question  overlap  or  are  not  explicit  for  a  majority  of  the 
candidates,  credit  is  given  for  correct  answers  included 
as  part  of  either  subrequirement.  This  grading  is  termed 
" cross  grading.' ' 

The  policy  of  revising  the  grade  sheets  and  the  grading 
guides  so  that  points  are  given  for  all  reasonable  interpre- 
tations and  alternatives  taken  by  the  candidates  assures 
a  fair  ranking  of  all  candidates.  It  compensates  completely 
for  any  ambiguities  which  inadvertently  may  appear  in  a 
question. 

Generally  the  grade  sheets  and  grading  guides  are  revised 
three  times  so  that  the  fourth  set  incorporates  all  changes 
needed  for  a  workable  pattern.  Once  in  a  while  the  special 
features  of  a  problem  or  an  answer  require  a  fourth  re- 
vision. Perhaps  more  frequently,  some  answers  are  com- 
pletely fair  and  workable  after  the  second  revision. 

Personal  Attention.  The  papers  which  need  personal 
attention,  namely,  those  in  the  borderline  group  needing 
more  points,  receive  it  from  the  reviewers.  The  review  of 
papers  in  this  group  takes  on  special  significance.  It  is  here 
that  the  experience,  skill,  and  perspective  of  the  reviewers 
are  brought  into  play  most  intensively.  The  reviewers  re- 
read the  papers  vertically  to  see  whether  the  candidates 
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actually  demonstrate  the  knowledge  required  to  become 
CPAs.  They  are  not  limited,  as  the  graders  are,  to  strict 
adherence  to  the  grading  guide  because  they  are  the  ones 
who  derived  the  guide  and  know  what  it  seeks  to  measure. 
The  reviewers  know  how  and  why  the  floor  and  discriminat- 
ing items  were  assigned  certain  weights.  They  know  the 
varying  degrees  of  difficulty  in  grading  the  optional  ques- 
tions and  which  options  are  chosen  by  the  competent  and 
the  poor  candidates.  The  reviewers  determine  whether  a 
marginal  candidate  is  getting  the  easy  points  or  the  difficult 
ones,  whether  he  gains  or  loses  points  on  the  sequential 
aspects  of  transactions,  and  whether  a  low  grade  on  a  hard 
question  is  the  fault  of  the  examination  or  the  candidate. 
Graders  are  permitted  to  give  points  only  for  full  concepts 
or  reasons  and  only  if  they  are  clearly  and  unequivocally 
expressed  by  the  candidate.  For  example,  on  a  concept 
worth  2  points  the  graders  must  assign  either  2  or  0  to  an 
answer.  The  reviewers  may  give  partial  credit,  such  as  1  or 
1%,  to  a  deserving  answer  which  demonstrates  partial 
understanding  of  the  concept.  The  reviewers  sometimes 
may  accept  a  different  concept  if  it  is  based  on  a  legitimate 
assumption  or  an  analogy  that  is  reasonable  if  the  answer 
shows  knowledge.  The  reviewers  are  alert  that  uniformity 
of  grading  is  maintained. 

The  reviewers  are  also  on  the  lookout  for  evidence  of 
qualifie  dcandidates  who  " froze' '  during  the  examination. 
Even  though  simpler  questions  or  objective  questions  are 
placed  first  in  each  section  of  the  examination  to  help  the 
candidates  get  started,  some  do  very  well  on  all  but  one 
required  question  and  fall  in  the  borderline  zone.  In  such 
cases  the  reviewers  look  very  carefully  at  the  incomplete 
answers  and  at  the  scratch  paper,  if  any,  to  determine 
the  maximum  points  which  can  be  allotted  to  the  candidate. 

The  reviewers  evaluate  the  papers  as  a  whole  and  guard 
against  excessive  formalizing  of  the  grading  process.  They 
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use  their  judgment,  based  on  experience  acquired  in  grading 
and  reviewing  many  previous  examinations,  to  decide 
whether  the  borderline  candidates  have  actually  shown  the 
competence  demonstrated  by  the  passing  candidates. 

Some  reviewers  feel  that  it  is  not  necessary  to  review 
papers  of  75  and  over  because,  even  if  such  a  paper  is 
initially  overgraded  a  point  or  two  on  an  individual  ques- 
tion, a  thorough  review  would  probably  reaffirm  the  passing 
grade  on  an  over-all  basis.  Other  reviewers,  in  the  interest 
of  thoroughness,  do  review  and  spot-check  papers  of  75  or 
over.  Dr.  Ebel  points  out  that  in  strict  logic  these  papers 
should  be  re-examined.  It  seems  that  at  least  an  adequate 
sample  of  these  papers  in  all  sections  should  be  reviewed 
as  an  additional  check  on  the  grading  process. 

After  the  papers  have  been  graded  and  reviewed  by 
sections,  all  the  papers  for  each  candidate  are  brought 
together  and  the  grades  in  the  subjects  taken  are  sum- 
marized for  the  Director  of  Education.  He,  personally, 
evaluates  the  grades  obtained  by  each  candidate.  Factors 
considered  include  the  reliability  of  the  grades  between  sub- 
jects. In  the  May  1959  examination,  for  example,  Theory 
of  Accounts  and  Practice,  Part  I  tended  to  measure  text- 
book knowledge  and  Auditing  and  Part  II,  knowledge  from 
practice.  When  grades  among  these  four  are  inconsistently 
high  or  low  and  the  candidate  has  a  75  or  is  otherwise  on 
the  borderline,  his  papers  in  question  are  returned  to  the 
section  chairmen  for  another  careful  evaluation.  Upon  re- 
turn to  the  Director  of  Education,  he  personally  may  grade 
them  again  and,  in  every  case,  decides  upon  the  candi- 
dates' final  grades  in  the  light  of  all  available  data. 
Throughout  the  grading  process,  every  effort  is  made  to 
be  equitable  and  to  see  that  the  qualified  candidates  re- 
ceive passing  grades. 
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The  Grades  Are  Advisory 

After  the  AICPA  Advisory  Grading  Service  has  graded 
the  candidates'  papers,  the  papers  are  returned  with  the 
advisory  grades  to  the  various  state  boards  of  examiners. 
At  this  time,  the  grading  materials  prepared  by  the  Ad- 
visory Grading  Service  are  made  available  to  the  state 
boards.  The  state  boards  have  the  final  authority  in  estab- 
lishing grades.  They  report  the  grades,  which  they  have 
assigned,  to  the  candidates  under  their  jurisdiction.  It  is 
a  high  tribute  to  the  AICPA  Advisory  Grading  Service 
that  they  are  notified  by  the  state  boards  of  changes  of 
approximately  one-tenth  of  one  per  cent  of  the  advisory 
grades.  It  bears  repeating  that  although  the  CPA  examina- 
tion is  uniform  in  content,  the  AICPA  Advisory  Grading 
Service  is  advisory  only  and  the  final  determination  of  the 
candidates'  grades  is  made  by  the  boards  of  examiners  of 
the  50  states  and  3  other  jurisdictions. 

Conclusion 

In  the  opinion  of  the  Commission  the  basis  for  grading 
the  candidates 9  papers  provides  a  broad  pattern  of  answers 
and  point  allocations  that  clearly  and  fairly  identifies  and 
ranks  the  candidates  according  to  the  ability  disclosed  on 
the  papers.  The  familiarity  of  the  graders  with  the  grading 
guides  and  the  point  allocations  plus  the  checks  inherent 
in  the  review  process  assure  that  all  papers  are  graded  on 
a  consistent  basis.  Furthermore,  the  second  reading  of 
papers  by  the  reviewers  assures  that  the  candidates  in  the 
borderline  group  are  evaluated  on  their  performance  in 
all  subjects  taken.  An  additional  evaluation  is  made  by  the 
Director  of  Education  when  the  grades  in  all  four  subjects 
are  summarized  for  each  candidate.  Based  on  its  observa- 
tion, the  Commission  concludes  that  every  effort  is  being 
made  to  maintain  professional  standards  and  to  be  fair  to 
the  candidates. 


34 


CHAPTER  IV 


QUALIFICATIONS 
OF  GRADERS 

Organization  of  the  Grading  Staff 

The  grading  staff  consists  of  75  to  80  practitioners  and 
professors,  who,  for  the  most  part,  are  engaged  for  the 
time  necessary  to  grade  each  examination.  The  graders  are 
organized  into  four  groups  for  Auditing,  Accounting  Prac- 
tice, Theory  of  Accounts,  and  Commercial  Law.  Each  group 
has  a  chairman,  three  or  four  reviewers,  and  from  nine  or 
ten  to  twenty  graders.  The  chairmen  report  directly  to, 
and  work  closely  with,  the  Director  of  Education.  Each 
group  is  responsible  to  the  Director  of  Education  for  the 
grades  given  in  its  respective  subject. 

The  time  devoted  to  grading  papers  and  reporting  to  all 
the  states  averages  about  ten  weeks.  Most  of  the  graders 
are  engaged  for  only  part  of  this  time.  Section  chiefs  and 
reviewers  spend  a  week  or  ten  days  familiarizing  them- 
selves with  questions  and  concepts  in  the  model  answers 
and  developing  the  grading  guides  and  grade  sheets  before 
the  graders  report  for  grading.  Generally  the  graders  work 
five  days;  but  if  they  wish,  they  may  grade  on  Saturdays 
also.  However,  for  the  sake  of  efficiency  no  one  is  permitted 
to  grade  more  than  seven  hours  a  day.  During  the  last 
weeks  of  the  period,  only  the  reviewers  and  section  chiefs 
are  needed  to  complete  the  final  aspects  of  grading. 

The  grading  staff  is  supplemented  by  the  clerical  staff 
of  approximately  fifteen  employees  who  are  hired  specifi- 
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cally  for  the  needs  of  the  examination.  Several  return  to 
assist  on  successive  examinations.  The  clerical  staff  is  con- 
cerned with  the  receipt  and  control  of  candidates '  papers, 
the  grading  of  objective  questions,  the  addition  of  grades, 
the  reporting  of  the  final  advisory  grades  to  the  state 
boards,  and  related  activities. 

General  Background  of  the  Graders 

The  graders  are  highly  qualified  and  carefully  selected. 
Almost  all  have  had  full-time  public  accounting  or  legal 
experience.  Many  are  established  and  active  in  practice  as 
partners  or  sole  practitioners.  For  the  most  part  these  men 
administer  their  practices  in  such  a  way  that  they  are  free 
to  devote  full  time  to  grading  during  the  grading  period.  A 
few  of  the  graders  are  engaged  between  examinations  to 
help  prepare  the  content  of  the  examinations  or  to  work  on 
other  projects  for  the  AICPA. 

Approximately  one-third  of  the  graders  have  taught 
either  full  time  or  part  time  at  the  collegiate  level.  Some 
of  those  who  grade  both  the  May  and  November  examina- 
tions also  teach  full  time  or  part  time  at  universities  in  the 
New  York  area.  The  AICPA  gives  assurance  that  none 
teach  at  schools  operated  for  profit.  Each  Spring  about 
eight  or  ten  out-of-town  faculty  members  from  universities 
throughout  the  country  are  invited  to  join  the  staff  which 
grades  the  May  examination.  Men  with  legal  backgrounds 
grade  the  papers  in  Commercial  Law. 

The  qualifications  of  the  eighty  people  who  graded  the 
November  1959  examination  are  summarized  in  Tables  2 
to  7  in  Appendix  F.  The  qualifications  of  eight  out-of-town 
faculty  members  who  served  on  the  grading  staff  for  the 
May  1959  examination  are  summarized  in  Tables  8  to  13. 
Tables  2  and  8  summarize  the  qualifications  of  the  graders 
in  terms  of  experience  in  grading,  professional  status  and 
memberships,  public  accounting  or  legal  experience,  collegi- 
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ate  teaching  experience,  and  educational  background.  The 
remaining  tables  highlight  important  aspects  of  the  various 
qualifications  reported. 

Graders  for  November  1959 

Table  2  indicates  that  all  those  who  graded  Accounting 
Practice,  Auditing,  and  Theory  of  Accounts  are  CPAs  and 
all  those  who  graded  Commercial  Law  passed  the  bar  exami- 
nations. In  addition  six  who  graded  Theory  papers  also 
passed  the  bar  and  two  who  graded  Commercial  Law  are 
CPAs. 

Of  the  68  CPAs,  63.  are  members  of  the  AICPA,  61  are 
members  of  their  respective  state  societies  of  CPAs,  and 
10  are  members  of  the  American  Accounting  Association. 
Sixty-seven  of  the  graders  are  members  of  one  or  more 
of  these  organizations.  Seventy -nine  of  the  80  graders  have 
had  full-time  experience  in  either  public  accounting  or  law. 
The  remaining  individual  was  engaged  for  the  first  time  to 
grade  Commercial  Law ;  he  has  three  academic  degrees  and 
teaching  experience.  Of  the  80  graders,  12  report  full-time 
collegiate  teaching  experience  and  23  report  part-time 
teaching  experience.  Five  of  the  20  graders  in  Theory  have 
had  full-time  teaching  experience  and  9  of  the  23  graders 
in  Auditing  have  had  part-time  teaching  experience. 
Seventy  of  the  eighty  graders  have  bachelor's  degrees  in 
areas  other  than  law.  Twenty  have  bachelor's  degrees  in 
law.  The  legal  degree  is  a  second  academic  degree  for  all 
but  six ;  these  six  grade  Commercial  Law.  Memberships  in 
scholastic  honorary  fraternities  indicate  that  approximately 
25%  of  the  grading  staff  maintained  outstanding  academic 
records  during  their  college  careers. 

Grading  Experience 

Grading  the  CPA  examination  is  a  highly  specialized 
activity  which  requires  both  depth  and  breadth  of  knowl- 
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edge  in  ihe  subject  areas.  It  also  requires  a  high  degree 
of  skill  and  judgment  in  evaluating  the  solutions  and 
answers  which  are  presented  by  candidates  in  various 
alternative  ways  and  with  varying  degrees  of  ability.  Skill 
and  judgment  in  evaluating  candidates'  papers  develop 
with  experience  in  grading  papers.  Tables  3  and  4  point  out 
the  extensive  grading  experience  represented  in  the  No- 
vember 1959  staff.  Table  3  shows  the  number  of  times  the 
individual  graders  have  been  engaged  as  members  of  the 
grading  staff.  One  man  in  Commercial  Law,  for  example, 
has  graded  34  different  semiannual  examinations.  Another 
in  Theory  has  graded  24  different  examinations;  another 
in  Practice,  22  examinations;  and  another  in  Auditing,  19 
different  examinations.  Table  3  shows  that  twenty-two  in- 
dividuals have  graded  from  11  to  20  different  examinations. 
For  the  most  part  graders  continue  in  the  same  sections 
for  successive  examinations.  Occasionally  a  few  are  shifted 
to  other  areas.  For  example,  two  of  the  graders  in  Theory, 
each  with  experience  on  15  examinations,  had  been  assigned 
to  different  subjects  in  May  1959.  One  was  transferred  from 
Auditing  and  one  from  Commercial  Law.  One  grader  in 
Auditing,  who  has  had  experience  on  three  examinations, 
had  been  assigned  to  Practice  in  May  1959.  Ten  of  the  eighty 
graded  CPA  examination  papers  for  the  first  time. 

Table  4  shows  the  combined  grading  experience  records 
of  all  graders  classified  by  subjects.  The  total  number  of 
semiannual  CPA  examinations  graded  by  the  November 
staff  is  divided  by  the  number  of  graders.  The  quotients 
show  that  the  average  graders  have  been  engaged  for  8 
to  10  different  examinations. 

Rating  of  Graders 

The  grading  staff  is  evaluated  by  the  four  section  chiefs 
and  screened  by  the  Director  of  Education  semiannually. 
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Each  section  chief  prepares  a  written  report  for  the  Direc- 
tor on  the  people  assigned  to  his  section.  The  staff  members 
are  evaluated  in  terms  of : 

1.  grading  quality 

2.  grading  production 

3.  general  cooperation 

4.  continuity  of  application. 

The  members  are  rated  excellent,  good,  fair,  or  poor  in 
each  of  the  above  categories.  One  section  chief  lists  his  men 
in  descending  order  of  excellence  with  a  percentage  to 
reflect  over-all  general  service.  His  ratings  range  from 
96%  to  76%. 

The  meaning  of  each  of  the  four  categories  is  reasonably 
clear.  Grading  quality  includes  consistency  in  adherence  to 
the  recommended  solutions  and  point  allocations.  The 
graders'  performance  in  this  category  becomes  evident 
when  papers  are  reviewed  by  the  section  chiefs  and  their 
assistants.  Grading  production  is  recorded  on  daily  reports 
to  the  section  chief.  General  cooperation  includes  adher- 
ence to  planned  attendance  schedules.  Continuity  of  appli- 
cation refers  to  work  interruptions,  excessive  talking  with 
other  graders,  and  extended  telephone  conversations  on 
outside  business. 

These  evaluations  are  used  to  strengthen  the  grading 
staff.  Graders  who  receive  low  ratings  and  show  no  signs 
of  improvement  are  not  reappointed  by  the  Director  of 
Education.  Replacements  who  have  desirable  qualifications 
are  obtained.  This  turnover  accounts  for  some  of  the  ten 
new  graders  enumerated  in  Table  3.  Graders  who  receive 
high  ratings  are  encouraged  with  appropriate  raises  and, 
when  openings  occur,  are  promoted  to  reviewers.  This 
process  of  evaluation  and  screening  assures  that  the  ex- 
perienced graders  maintain  a  high  level  of  performance 
and  helps  the  new  graders  become  more  proficient. 

39 


It  is  interesting  to  note  that  the  section  chiefs  in  Prac- 
tice, Auditing,  Theory,  and  Commercial  Law  have  graded 
respectively  20,  12,  24,  and  34  different  times. 

Experience  in  Public  Accounting 

Table  5  analyzes  the  full-time  public  accounting  and 
legal  experience  of  the  grading  staff  on  the  basis  of  time. 
Fifty-one  of  the  80  graders  report  over  ten  years  of  pro- 
fessional experience.  This  is  especially  noteworthy  because 
of  the  general  acceptance  of  the  examination  as  the  gate- 
way to  the  profession.  The  balanced  judgment  developed 
by  a  wealth  of  professional  experience  helps  the  graders 
evaluate  the  candidates'  papers  from  a  realistic  point  of 
view.  Table  5  shows  that  most  of  the  graders  with  extensive 
experience  in  public  accounting  are  assigned  to  the  Practice 
and  Auditing  sections.  Although  it  is  not  shown  in  Table 
5,  three  of  the  graders  in  Commercial  Law  have  from  one 
to  five  years'  experience  in  public  accounting  in  addition 
to  their  legal  experience. 

Experience  in  Teaching 

Tables  6  and  7  analyze  the  teaching  experience  of  the 
November  1959  grading  staff.  In  view  of  the  staff's  heavy 
experience  in  public  accounting  and  legal  work,  it  might  be 
expected  that  the  staff  would  have  a  limited  background 
in  teaching  at  the  college  level.  Twelve  report  full-time 
teaching  experience  and  23  report  part-time  teaching  ex- 
perience. Since  8  individuals  report  both  full-time  and  part- 
time  experience,  there  are  27  individuals  represented. 
Almost  all  of  these  graders  are  in  Practice,  Auditing,  and 
Theory.  The  greatest  number  have  from  one  to  five  years' 
experience.  In  fact,  20  out  of  80,  or  25%,  have  from  one  to 
five  years'  part-time  collegiate  teaching  experience.  The 
graders  with  teaching  experience  augment  their  other 
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qualifications  not  only  with  the  ability  to  grade  papers 
developed  from  administering  their  own  courses  but  also 
with  a  keen  awareness  of  students '  problems  and  difficulties 
in  taking  examinations. 

Out-of-town  Faculty  Members 

The  Director  of  Education  customarily  invites  eight  or 
ten  outstanding  educators  to  serve  as  graders  each  summer. 
This  policy  is  beneficial  because  the  educators'  experience 
provides  them  with  the  discernment  and  skills  which  are 
invaluable  in  grading  papers  effectively. 

Tables  8  to  13  summarize  the  backgrounds  of  the  out-of- 
town  educators  from  universities  throughout  the  country 
who  graded  papers  for  the  May  1959  examination.  All  of 
the  professors  are  CPAs.  Most  of  them  are  members  of 
either  the  AICPA,  their  state  society  of  CPAs,  or  the 
American  Accounting  Association.  In  fact,  seven  are  mem- 
bers of  at  least  two  of  these  organizations  and  five  are 
members  of  all  three.  Five  have  had  some  public  accounting 
experience.  All  have  both  a  bachelor's  and  a  master's  de- 
gree and  five  have  a  doctor's  degree.  Five  report  member- 
ship in  scholastic  honorary  fraternities. 

Tables  12  and  13  indicate  in  a  general  way  the  geo- 
graphical areas  represented  by  these  graders.  Their  initial 
certificates  were  issued  by  the  States  of  Alabama,  Louisiana, 
Tennessee,  and  Texas.  Two  were  members  of  the  Univer- 
sity of  Illinois  faculty  and  one  each  was  associated  with 
Baylor  University,  Columbia  University,  Loyola  University 
of  New  Orleans,  Texas  Technological  College,  the  Univer- 
sity of  Alabama,  and  the  University  of  Tennessee. 

Due  to  the  policy  of  rotation  followed  by  the  Director 
of  Education,  it  is  to  be  expected  that  the  individual  quali- 
fications of  faculty  graders  will  vary  from  summer  to  sum- 
mer. On  balance,  however,  Table  8  summarizes  the  typical 
qualifications  of  this  group  of  skilled  graders. 
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Conclusion 

The  Commission  concludes  that  the  individuals  who  are 
chosen  to  grade  the  CPA  examinations  are  exceptionally 
well  qualified  to  perform  the  important  and  exacting  duties 
for  which  they  are  engaged.  The  practice  of  rating  individ- 
ual graders  by  the  section  chiefs  assures  the  continuity 
of  an  experienced  and  outstanding  grading  staff. 

The  substantial  core  of  competent  reviewers  and  expert 
graders  who  return  consistently  for  successive  examinations 
assures  a  carry-forward  of  uniform  and  fair  standards 
from  one  examination  to  the  next.  The  essence  of  the  grad- 
ing process  is  to  determine  whether  the  individual  candi- 
date 's  papers  show  that  he  has  the  qualities  important  to  a 
CPA.  The  judgment  and  know-how  of  the  reviewers  and 
graders,  sharpened  and  tempered  with  the  experience  of 
grading  thousands  of  papers  over  the  years,  are  focused  on 
each  individual  paper  and  assure  that  each  candidate's 
future  is  evaluated  by  the  same  uniform  standards  of  pro- 
fessional competence. 
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CHAPTER  V 


SUCCESS  OF 
CANDIDATES 

Few  will  deny  that  the  high  standards  maintained  in  the 
CPA  examinations  have  been  largely  responsible  for  the 
development  of  the  accounting  profession  and  for  its  envied 
reputation  in  the  business  and  academic  communities.  The 
examination  serves  to  discourage  those  who  do  not  have 
the  innate  ability,  experience,  or  education  to  assume  the 
responsibilities  of  the  profession.  It  also  provides  con- 
tinuing opportunities  for  the  earnest  candidates  who  have 
the  perseverance  and  ability  to  grow  to  the  stature  required 
for  acceptance  as  professional  men. 

Rate  of  Success 

It  is  only  natural  that  efforts  are  made  to  measure  the 
rate  of  success  achieved  by  candidates.  The  simplest  method 
of  measurement  divides  the  number  of  successful  candidates 
for  a  particular  examination  by  the  number  of  candidates 
who  presented  themselves  for  the  examination.  This  is 
usually  an  oversimplification  because  it  overlooks  certain 
basic  factors.  Expressed  in  general  terms  these  are  the 
qualifications  of  the  candidates  and  their  purpose  in  taking 
the  examination.  Some  candidates  through  lack  of  knowl- 
edge concerning  the  scope  and  level  of  the  examination — 
perhaps  based  on  minimum  state  educational  requirements 
— take  the  examination  with  inadequate  educational  back- 
grounds. Some  candidates  are  attracted  by  the  prestige  of 
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passing^the  examination  and  in  effect  try  once  "for  luck"; 
these  are  hardly  earnest  candidates.  Some  realize,  only  after 
testing  their  training  against  the  examination,  that  their 
abilities  better  equip  them  for  some  other  career.  Several 
states  are  attempting  to  analyze  the  success  and  failure  of 
their  candidates  in  terms  of  such  basic  factors  as  educa- 
tional background,  age,  experience,  and  intent  in  sitting 
for  the  examination.  The  intent  of  the  candidates  in  sitting 
for  the  examination  is  an  important  factor.  As  explained 
in  Chapter  I,  "The  Uniform  CPA  Examination, ' '  the  CPA 
examination  is  geared  to  the  level  of  those  who  are  qualified 
and  interested  in  becoming  professional  accountants.  How- 
ever, it  is  well  known  that  a  significant  number  of  candi- 
dates who  take  the  examination  are  not  interested  in  careers 
as  professional  accountants.  This  group  includes  some  col- 
lege graduates  who  majored  in  accounting  but  are  interested 
in  careers  in  areas  other  than  public  accounting.  For  the 
sake  of  prestige  they  may  try  the  examination  once  with  a 
minimum  of  the  customary,  special  preparation  immedi- 
ately prior  to  taking  the  examination.  In  approximately 
fifteen  jurisdictions,  candidates  who  do  not  have  profes- 
sional experience  are  permitted  to  take  the  examination.1 
This  may  contribute  to  the  number  of  general,  rather  than 
professional-minded,  candidates  who  take  the  examination. 

Dr.  Wilton  T.  Anderson,  Director  of  Education  of  the 
AICPA  when  the  Commission  made  its  survey,  has  con- 
ducted extensive  analyses  of  the  qualifications  of  the  CPA 
candidates.  It  is  his  opinion  that: 

"...  two  basic  requirements  must  be  met  by  every 
candidate  if  he  expects  to  succeed  in  passing  the  exami- 
nation. These  requirements  are :  an  adequate  intelligence 
level,  and  the  study  of  accounting  in  a  rigorous  educa- 
tional program  usually  in  an  academic  setting.  A  third 
requirement  must  be  met  in  case  several  months  or  a  few 

1  Most  of  these  jurisdictions  withhold  the  awarding  of  the  certificates  until 
the  successful  candidates  have  obtained  some  experience. 
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years  expire  between  the  completion  of  formal  account- 
ing study  and  taking  the  examination.  A  candidate  must 
review  intensively  for  an  extended  period  of  time.  It  is 
my  firm  belief  that  practically  every  examination  failure 
may  be  traced  to  the  absence  of  one  of  the  three  require- 
ments. ' 12 

Dr.  Anderson  also  points  out  that : 

"  ...  in  recent  years  most  people  who  have  entered 
public  accounting  have  spent  considerable  time  studying 
accounting  when  in  college.  This  means  that  the  supply 
of  future  CPAs  is  directly  related  to  the  number  of 
college  accounting  graduates."2 

He  concludes  that  the  candidates  who  possess  the  above 
qualifications  and  do  well  in  their  studies  are  successful  in 
passing  the  CPA  examination. 

Some  states  present  their  analyses  of  the  success  of  can- 
didates in  terms  of  the  four  subject  areas  in  order  to  include 
the  progress  of  those  candidates  who  get  credit  toward 
the  certificate  for  passing  individual  areas  at  different 
times. 


Method  Used  in  Wisconsin 

The  data  in  Table  14  (Appendix  F)  are  taken  from  a  sur- 
vey of  the  candidates  for  the  November  1954  CPA  examina- 
tion in  Wisconsin.  The  survey  was  prepared  by  the  Wis- 
consin State  Board  of  Accountancy.  It  is  interesting  to  note 
that  the  passing  percentages  in  each  area  are  classified 
according  to  educational  background  and  that  the  majority 
of  those  who  completed  the  examination  are  between  25 
and  35  years  of  age.  However,  since  the  emphasis  in  this 
report  is  on  the  method  used,  attention  is  directed  to  the 
concepts  "candidates  passing"  and ' 1  candidates  completing 
the  examination. ' '  "Candidates  passing"  analyzes  the  suc- 
cess of  the  candidates  in  terms  of  each  of  the  four  subjects 


2 See  Appendix  C,  Dr.  Anderson's  letter  dated  September  27,  1960. 
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in  the  examination.  "Candidates  completing  the  examina- 
tion' '  summarizes  the  pertinent  data  for  successful  candi- 
dates in  terms  of  the  examination  as  a  whole.  The  two  bases 
of  analysis  are  especially  significant  because  Wisconsin's 
regulations  provide  for  the  accumulation  of  credits  during 
a  span  of  several  examinations. 

Method  Used  in  Minnesota 

Table  15  is  an  analysis  of  the  results  obtained  by  Minne- 
sota candidates  in  the  November  1959  examination.  The 
basic  statistics  were  compiled  by  the  Minnesota  State  Board 
of  Accountancy.  This  was  the  first  time  a  candidate  who  was 
a  major  in  accounting  could  take  the  examination  before 
completing  the  State's  experience  requirement.  It  is  inter- 
esting to  note  that  50.6%  of  this  group  were  successful. 
However,  emphasis  is  directed  to  the  concept  expressed  in 
the  "per  cent  passed."  This  is  the  ratio  of  "man-subjects 
passed"  to  "man-subjects  taken."  The  use  of  "man- 
subjects"  provides  a  composite  method  of  expressing  the 
success  of  various  categories  of  candidates  in  terms  of  sub- 
jects taken. 

Method  Used  in  Illinois 

Due  in  part  to  the  conditioning  rules  in  their  states, 
many  candidates  pass  the  examination  after  taking  all  or 
part  of  the  examination  two  or  three  times.  Their  efforts 
may  cover  a  span  of  several  years.  One  effective  way  of 
measuring  the  relative  success  of  these  earnest  candidates 
is  to  trace  the  history  of  all  individuals  who  sat  for  the 
examination  over  a  period  of  years.  Table  16  shows  the  re- 
sults of  such  a  study  of  Illinois  candidates  over  a  period  of 
fifteen  years.  The  year  1943  is  used  as  the  base  because 
a  major  change  in  the  state  law  governing  public  account- 
ants became  effective  then.  The  study  summarizes  the  re- 
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suits  of  7,341  individuals  who  took  the  30  examinations. 
Of  this  number  2,462  wrote  once,  failed,  and  did  not  try 
again  within  the  fifteen  years.  The  decision  not  to  try  again 
indicates  that  for  the  most  part  these  candidates  lacked 
an  earnest  intention  to  become  professional  accountants. 
Some,  it  is  true,  may  have  tried  again  after  the  closing 
date  of  the  survey.  However,  in  general,  figures  show  that 
one  out  of  three  candidates  lacked  the  motivation  to  try 
again.  Of  the  4,879  candidates  who  passed  the  examination 
the  first  time  or  had  the  drive  and  determination  to  try 
again,  64%  were  successful.  This  method  of  measuring  the 
success  of  candidates  gives  a  realistic  picture  because  it 
includes  the  complete  effort  of  those  who  achieve  their  goal 
over  a  span  of  two  or  more  examinations. 

Method  Used  in  New  York 

Since  1938,  all  new  candidates  for  admission  to  the 
examination  as  certified  public  accountant  in  New  York 
State  must  have  been  graduates  of  four-year  college  pro- 
grams registered  for  CPA  purposes  by  the  State  Education 
Department  or  have  had  equivalent  college  training  in  ac- 
countancy satisfactory  to  the  Department.  In  addition,  all 
candidates  for  admission  to  the  subjects  of  Auditing  and 
Practical  Accounting  must  have  completed  ' 6 three  years' 
experience  in  the  intensive  diversified  application  of  ac- 
counting principles  and  in  the  intensive  diversified  applica- 
tion of  auditing  procedures  in  the  public  practice  of  ac- 
countancy satisfactory  to  the  State  Board  of  Certified 
Public  Accountant  Examiners."3 

Despite  rather  rigorous  standards  as  to  education  and 
professional  experience,  the  percentage  of  candidates  pass- 
ing each  of  the  subjects  of  the  CPA  examination  has 
generally  been  below  40  per  cent  and,  on  occasion,  in  some 

3  Section  91,  Regulations  of  the  Commissioner  of  Education  of  the  State  of 
New  Yorle,  1959  Edition. 
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subjects  below  30  per  cent.  The  matter  of  performance  has, 
therefore,  been  a  matter  of  considerable  concern,  and  is 
presently  the  subject  of  careful  study  by  the  License  Com- 
mittee of  the  Board  of  Regents,  the  Council  on  Accountancy, 
the  Board  of  Examiners,  and  others  concerned  with  the 
profession  of  accountancy. 

Table  17  provides  some  of  the  data  which  have  been 
collected  on  the  performance  of  New  York  candidates  in 
the  November  1958  CPA  examination.  The  information 
was  tabulated  along  the  lines  recommended  by  the  Com- 
mittee on  Uniform  Statistical  Data  of  the  Association  of 
Certified  Public  Accountant  Examiners.4  It  would  require 
considerable  text  to  explain  in  detail  the  reasons  for  the 
various  classifications  given  in  the  table.  Suffice  it  to  say, 
candidates  are  eligible  to  take  only  Theory  of  Accounts  and 
Commercial  Law  immediately  after  graduation  from  a  reg- 
istered curriculum  and  must  postpone  Auditing  and  Prac- 
tical Accounting  until  the  required  experience  has  been 
completed.  For  this  reason  Column  VI  contains  more  than 
half  of  all  the  candidates  in  the  examination,  these  being 
individuals  who  had  not  yet  met  all  the  requirements  for 
full  examination. 

Additional  studies  of  performance  are  presently  in 
progress.  Detailed  statistical  information  was  sent  to  all  of 
the  institutions  offering  programs  registered  for  CPA  pur- 
poses in  New  York  State  so  that  they  would  be  informed 
as  to  the  success  of  their  graduates  in  the  examination. 
The  studies  are  not  yet  sufficiently  advanced  to  permit  the 
drawing  of  final  conclusions  as  to  the  methods  by  which 
the  performance  of  New  York  candidates  in  the  CPA 
examination  can  be  substantially  improved. 

*  The  Uniform  Statistical  Information  Questionnaire  is  reproduced  in  Appen- 
dix D.  The  questionnaire  was  prepared  by  the  Committee  on  Uniform  Statistical 
Data  of  the  Association  of  Certified  Public  Accountant  Examiners. 
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Method  Used  in  Virginia 

Mr.  William  S.  Gay,  a  former  member  of  the  Virginia 
State  Board  of  Registration  and  Accountancy,  made 
several  extensive  studies  of  the  candidates  in  Virginia  over 
different  significant  spans  of  time.5  The  results  of  some  of 
his  studies  are  shown  in  Table  18.  He  defines  a  serious  can- 
didate as  "one  who  passed  all  four  parts  of  the  examination 
on  the  first  attempt,  or  one  who  attempted  the  examination 
more  than  once."  Section  I  of  Table  18  shows  the  data  for 
all  candidates  who  sat  for  the  examination  in  Virginia 
since  the  inception  of  the  CPA  law  in  1910  through  May 
1959.  During  this  period,  three  out  of  ten  candidates  lacked 
the  motivation  to  try  again.  Section  II  of  Table  18  covers 
the  period  from  after  World  War  II  through  May  1959  be- 
cause of  the  change  in  the  type  and  caliber  of  candidates 
who  took  the  examination.  Section  III  covers  the  period 
from  November  1945  through  May  1958.  It  extends  the 
study  to  include  an  analysis  of  the  college  graduates  and 
noncollege  graduates  in  terms  of  relative  intent.  The 
figures  show  that  college  graduates  do  much  better  than 
noncollege  graduates.  Mr.  Gay's  method  has  much  to  com- 
mend it  and  may  be  applied  to  various  categories  of  candi- 
dates, such  as  those  who  majored  in  accounting,  those  who 
did  not,  those  whose  college  grades  were  above  certain 
levels,  and  those  in  various  age  groups. 

Growth  of  the  Profession 

It  has  been  estimated  that  there  were  243  CPAs  in  the 
United  States  in  1900,  5,000  in  1920,  and  70,000  in  1960.  The 
figures  show  that  from  1920  to  1960  the  number  of  CPAs 

6  Articles  by  Mr.  Gay  based  on  his  studies  have  appeared  in  different  periodi- 
cals, including  the  Journal  of  Accountancy.  Mr.  Gay  acknowledges  the  coopera- 
tion of  Mr.  R.  Bruce  Prouty  who  developed  the  concept  of  the  serious  candidate 
in  his  unpublished  manuscript  "The  Relationship  of  College  Preparation  and 
College  Grades  to  Success  on  the  CPA  Examination. ' 9 
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has  approximately  doubled  each  decade.  The  increase  dur- 
ing these  four  decades  averages  approximately  seven  per 
cent  per  year.  Studies  have  shown  that  the  relative  increase 
in  the  number  of  CPAs  during  this  century  is  much  greater 
than  that  in  other  professions,  including  law  and  medicine.6 

Conclusion 

Consideration  of  the  methods  used  by  the  States  of 
Wisconsin,  Minnesota,  Illinois,  New  York,  and  Virginia 
indicates  a  useful  framework  for  the  analysis  of  the  success 
of  CPA  candidates.  This  framework  results  in  percentages 
that  more  meaningfully  express  the  success  achieved  by 
various  categories  of  candidates.  A  realistic  measure  of 
performance  is  obtained  by  eliminating  from  the  statistics 
those  candidates  who  took  the  examination  once,  failed,  and 
did  not  try  again  within  a  reasonable  period  of  years.  The 
emphasis  should  fall  on  the  earnest  candidates  because  it 
is  their  ranks  that  will  provide  the  future  leadership  of  the 
public  accounting  profession. 

6 ' ' The  increase  in  numbers  of  CPAs  has  been  relatively  very  large  but  in 
terms  of  actual  numbers  the  increase  is  small  compared  with  some  of  the  other 
professions.  According  to  the  United  States  Bureau  of  the  Census,  the  number 
of  lawyers  in  the  United  States  increased  from  107,474  in  1900  to  181,226  in 
1950.  The  United  States  Bureau  of  Labor  Statistics  has  estimated  that  the 
engineering  profession  has  grown  from  about  40,000  in  1900  to  400,000  in  1950. 
This  is  an  increase  of  almost  70  per  cent  in  the  number  of  lawyers  and  a  tenfold 
increase  in  engineers.  During  the  same  period  the  medical  profession  increased 
46  per  cent  while  CPAs  were  increasing  almost  16,000  per  cent. 11  Standards 
of  Education  and  Experience  for  Certified  Public  Accountants,  The  Commission 
on  Standards  of  Education  and  Experience  for  Certified  Public  Accountants, 
The  Bureau  of  Business  Eesearch,  University  of  Michigan,  1956,  p.  7. 
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CHAPTER  VI 


COST  OF  THE  SERVICE 

Over  the  several  decades  that  the  designation  Certified 
Public  Accountant  has  achieved  its  eminent  and  widespread 
acceptance,  it  has  been  the  continuous  policy  of  the  Insti- 
tute not  to  profit  financially  from  the  examination  and 
grading  service.  When  the  Institute  was  formed  in  1916  as 
successor  to  a  federation  of  several  state  societies,  there 
was  extreme  variation  as  to  the  significance  and  stature  of 
CPAs  in  the  various  states.  The  Institute  recognized  the 
need  to  foster  uniform  standards  on  a  strong  ethical  basis. 
It  assumed  the  responsibility  of  getting  the  job  done.  The 
Institute  examination  was  a  crucial  factor  in  raising 
standards.  In  order  to  facilitate  the  adoption  of  a  uniform 
examination,  it  was  decided  that  the  Institute  would  under- 
write a  portion  of  the  cost  of  the  examination. 

Initially  the  examination  served  to  admit  members  to  the 
Institute.  Concurrently  it  was  used  by  four  states  as  their 
CPA  examinations.  In  the  other  states  CPAs  had  to  demon- 
strate their  level  of  competence  on  the  Institute  examination 
in  order  to  become  members  of  the  Institute.  This  require- 
ment that  the  individuals  had  to  pass  both  a  state  examina- 
tion and  the  Institute  examination  stimulated  the  acceptance 
of  the  uniform  examination  for  the  qualification  of  its  CPAs 
by  the  professional  community  in  more  and  more  states. 
Acceptance  by  state  boards  of  examiners  followed  slowly. 
Reluctance  of  some  state  authorities  to  relinquish  control 
over  the  examining  processes  and  the  difficulties  in  obtain- 
ing appropriations  from  the  various  legislatures  indicate 
the  wisdom  of  the  Institute's  decision  to  assume  a  portion 
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of  the  cost.  Even  today  the  needs  for  legislative  economy- 
suggest  the  prudence  of  continuing  this  policy  of  service. 

It  is  of  passing  interest  to  note  that  on  November  10, 
1916  the  Board  of  Examiners  formally  agreed  to  contribute 
$400  of  its  appropriation  to  rent  of  the  offices  of  the  Insti- 
tute. In  January  of  1917  it  was  agreed  to  engage  three  paid 
examiners  to  prepare  questions  for  the  June  1917  examina- 
tion. At  the  same  meeting  $500  was  transferred  to  the 
account  of  the  Board  of  Examiners  for  expenses.  In  May 
1917,  eighteen  dollars  a  week  was  approved  for  payment 
to  a  secretary-clerk.  From  these  small  beginnings,  the 
deficit  in  grading  the  examinations  started  to  grow. 

Commenting  on  the  increasing  expenses  of  the  examina- 
tion, the  Board  of  Examiners  estimated  in  1919  that  the 
expenses  for  stationery,  for  processing  questions,  and  for 
the  sundry  incidentals  amounted  to  approximately  $10.00 
per  candidate.  (At  that  time,  the  written  examination  took 
two  full  days.)  It  was  agreed  to  recommend  to  the  state 
boards  of  examiners  that  they  contribute  50%  of  the  fees 
received  by  them  but  not  to  exceed  $10.00  per  candidate. 
Reaction  to  this  recommendation  was  varied,  in  some  cases 
long  delayed  or  none  at  all.  And  while  the  costs  continued 
to  average  about  $10.00  per  candidate  the  sporadic  nature 
of  collections  caused  the  deficit  to  fluctuate  in  an  uneven 
series  of  peaks  and  valleys  for  the  ensuing  years.  In  this 
way  the  tradition  of  carrying  the  examination  at  a  deficit 
became  accepted. 

Present  Financial  Trend 

In  recent  years  the  deficit  and  fees  billed  have  been  as 


follows  : 


Deficit 


Fees  Billed 


Year  ended  August  31 : 


1955 
1956 


$19,007 
15,667 


$185,899 
181,451 
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1957    19,578  202,668 

1958    35,558  226,487 

1959    6,329  268,560 

1960    (29,926  322,040 


The  increase  in  total  fees  billed  for  the  year  1959  is 
partially  the  result  of  an  increase  in  the  fee  from  $3.00  to 
$4.00  per  paper  effective  with  the  May  examination.  At  the 
new  rate,  a  state  is  billed  $20.00  for  a  candidate  who  takes 
the  five  separate  parts  of  the  examination.  Previously  the 
fee  had  been  raised  from  $2.00  per  paper  to  $3.00  for  the 
November  1948  examination. 

The  relation  of  the  number  of  papers  graded  to  the  annual 
deficit  for  the  five  most  recent  fiscal  years  has  been  as 
follows:  „    ,  . 

Number  of 
Papers 

Graded  Deficit 

Year  ended  August  31 : 


1956    58,585  $15,667 

1957    65,701  19,578 

1958    73,558  35,558 

1959    80,536  6,329 

1960    80,407  (29,926) 


The  relative  increase  in  the  deficit  from  1956  to  1958  was 
followed  by  the  increase  in  the  fee  from  $3.00  to  $4.00  per 
paper  effective  with  the  May  1959  examination.  This,  in 
turn,  was  followed  by  the  decrease  in  the  deficit  for  the 
fiscal  year  ended  August  31,  1959.  The  excess  of  income 
over  expense  for  the  fiscal  year  1960  is  the  result  of  the 
increase  in  fees  and  the  improved  efficiency  attained  in  per- 
formance. The  AICPA  administration  anticipates  that 
rising  costs  of  performing  the  necessary  services  will  result 
in  an  excess  of  expense  over  income  during  the  coming 
years.  As  shown  in  Table  23  in  Appendix  F,  the  AICPA 
anticipates  that  the  expense  will  exceed  income  by  $16,200 
for  the  fiscal  year  ending  August  31,  1961. 
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Not  all  states  were  billed  immediately  at  the  new  rate.  It 
takes  time  for  the  various  state  boards  to  obtain  authoriza- 
tions and  funds  to  pay  the  increased  rate.  In  the  extreme 
cases  the  AICPA  billed  at  the  old  rate  until  suitable  action 
could  be  taken  at  the  state  level.  For  example  the  States  of 
Louisiana  and  Massachusetts  were  billed  at  the  old  rate  of 
$3.00  per  paper  for  the  November  1959  examination.  All 
other  states  which  use  the  grading  service  were  billed  at 
$4.00  per  paper.1  It  was  anticipated,  however,  that  local 
conditions  would  require  that  allowances  be  made  in  some 
of  the  states  before  payment  was  received. 

The  Uniform  CPA  Examinations  Expense  Budgets 

Fundamentally,  the  income  from  the  examinations  for 
each  fiscal  year  ended  August  31  is  reported  in  terms  of 
fees  billed.  At  August  31,  1960  net  receivables  amounted  to 
4%  of  the  fees  for  the  year  then  ended.  Fees  are  the  only 
major  source  of  income  identified  with  the  examination. 
Expenses  are  reported  on  the  cash  basis.  Each  year's 
budget  is  based  on  conducting  two  examinations  per  year. 
Little  forward  buying  is  done  beyond  that  which  is  neces- 
sary. The  Uniform  CPA  Examinations  Expense  Budgets 
for  1958-59, 1959-60,  and  1960-61  are  shown  in  Tables  22  and 
23  and  are  explained  in  Appendix  E.  These  budgets  do  not 
include  any  of  the  general  administrative  or  overhead  ex- 
penses incurred  by  the  AICPA.  Some  members  of  the 
AICPA  administration  suggest  that  the  budgets  should 
include  an  appropriate  allocation  of  these  expenses.  If  this 
is  done,  the  Controller  estimates  that  the  cost  of  the  exami- 
nation service  would  increase  by  approximately  $5,000  per 
year. 

1  Maryland  and  New  J ersey  did  not  use  the  grading  service  through  the  May 
1960  examination.  These  states  are  billed  for  the  cost  of  the  paper  and  printed 
examinations  supplied  by  the  AICPA  and  used  by  them  in  giving  the  examina- 
tion. In  each  case  the  cost  has  been  less  than  $500. 
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Evaluation  of  Costs 

In  evaluating  the  compilation  of  costs  applicable  to  the 
examination  service,  attention  falls  on  the  rent.  Since  the 
preparation  of  examinations  for  shipment  and  the  actual 
grading  of  papers  require  peak  space  for  less  than  six 
months  of  the  year,  it  is  logical  to  inquire  whether  rent 
should  be  paid  for  space  that  is  not  used  the  year  around. 
It  might  be  possible  to  rent  low-cost  space  at  some  outlying 
location  for  periods  of  two  to  three  months  twice  a  year. 
The  AICPA  administration  has  considered  this  alternative. 
In  fact,  prior  to  1948  when  the  Institute  moved  to  its  present 
quarters,  grading  was  done  in  space  rented  for  the  time 
needed.  The  use  of  temporary  quarters  does  have  disad- 
vantages. The  most  important,  which  cannot  be  measured 
in  money,  is  the  increased  security  hazard.  It  is  much 
easier  to  control  the  papers  and  to  exercise  supervision  in 
permanently  assigned  space  where  security  measures  can 
be  set  up  on  a  continuing  and  routine  basis.  The  Director  of 
Education  and  his  full-time  staff  require  year-round 
housing  in  any  event.  The  use  of  temporary  grading  loca- 
tions would  raise  practical  problems  of  liaison  between  the 
permanent  and  temporary  offices.  The  benefits  of  over-all 
unified  administration  and  the  economies  of  a  common 
home  convince  the  AICPA  that  the  present  arrangement 
is  justified. 

When  the  Commission  made  its  survey,  the  Director  of 
Education  pointed  out  that  the  idle  space  might  be  sub- 
leased, for  example,  for  evening  or  seasonal  study  groups. 
The  income  could  reduce  the  net  rental  cost. 

It  is  worth  noting  that  rent,  although  the  outstanding 
allocated  expense,  was  8.7%  of  actual  total  expenses  during 
1958-59  and  9.2%  during  1959-60.  It  would  be  interesting  to 
know  approximately  how  many  more  thousands  of  papers 
can  be  processed  efficiently  in  the  space  now  used  by  the 
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examination  service.  And,  of  course,  other  significant  fac- 
tors are  the  duration  of  the  present  lease  and  the  probable 
rental  upon  renewal. 

The  major  source  of  cost  reduction  is  in  the  professional 
fees  for  preparing  and  grading  the  examination.  This  item 
was  62.4%  of  total  actual  expense  in  1958-59  and  58.5%  in 
1959-60.  In  view  of  the  high  professional  qualifications  of 
the  grading  staff,  the  fees  paid  must  be  set  high  enough  to 
continue  to  attract  the  most  efficient  and  competent  graders. 
This  is  especially  true  in  the  case  of  those  who  are  engaged 
in  the  successful  practice  of  accounting  in  the  New  York 
area.  The  rates  should  be  set  high  enough  to  induce  them 
to  maintain  a  suitable  balance  between  the  time  devoted 
to  servicing  clients  and  the  time  spent  grading  papers. 

The  Director  of  Education  analyzes  the  professional 
grading  fees  paid  for  each  examination  by  subjects  and 
computes  a  unit  cost  of  grading  each  subject  for  his  own 
benefit.  He  uses  this  figure  as  a  guide  in  his  control  of 
costs  from  one  examination  to  the  next. 

The  Director  of  Education,  Dr.  Anderson,  pointed  out 
that  economies  in  grading  are  obtained  through  judicious 
supervision  and  selection  of  the  grading  staff  and  through 
use  of  objective  questions.  Supervision  includes  review  for 
consistency  and  quality  of  grading  as  well  as  evaluation 
of  daily  reports  of  the  number  of  papers  graded  by  each 
individual.  The  number  of  papers  varies  with  the  length 
of  the  questions  and  problems,  with  the  number  of  gradable 
concepts  in  each  answer,  and  with  the  relative  difficulty  of 
grading  the  questions.  Giving  consideration  to  the  sig- 
nificance of  these  variables,  the  Director  of  Education  sets 
production  norms  for  each  subject.  Variations  from  these 
goals  should  be  investigated  by  the  section  chiefs  and  the 
graders'  performance  should  be  related  to  their  retention 
on  the  staff  and  to  the  fees  paid.  The  Director  felt  that 
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the  use  of  production  norms  improved  the  efficiency  of 
grading. 

Objective  questions  can  be  graded  effectively  by  the 
clerical  help  at  a  comparatively  low  cost.  The  clerical  help 
is  paid  from  $1.80  to  $2.15  per  hour.  "With  the  help  of 
various  colored  mats  and  charts  which  convert  the  number 
of  errors  into  grade  points,  they  can  process  a  large  num- 
ber of  papers  in  a  short  time.  The  use  of  well-designed 
objective  questions  does  reduce  grading  costs;  however,  it 
also  increases  the  costs  of  preparing  questions.  The  usual 
professional  fees  and  salaries  should  be  paid  to  the  graders 
and  staff  who  have  the  competence  and  skill  which  must 
be  exercised  in  the  preparation  of  unambiguous  questions 
that  test  the  candidates'  ability  in  a  thorough  and  fair 
manner.  Furthermore,  the  use  of  objective  questions  may 
require  the  printing  of  special  answer  sheets  for  use  by 
the  candidates,  with  the  added  clerical  costs  of  inserting 
these  sheets  in  the  examination  booklets  prior  to  shipping 
the  examination  to  the  state  boards.  The  Director  of  Educa- 
tion is  well  aware  of  the  additional  costs  incident  to  the 
use  of  objective  questions.  Dr.  Anderson  is  confident,  how- 
ever, that  their  use  does  result  in  significant  net  cost  re- 
ductions. 

Conclusion 

An  evaluation  of  the  cost  of  the  examination  service 
must  not  overlook  the  fact  that  the  purpose  of  the  exami- 
nation is  to  maintain  professional  standards  that  are  in  the 
public  interest.  This  purpose  must  be  achieved  even  in  the 
face  of  continuing  deficits.  Cost  control  measures  may  mini- 
mize or  eliminate  the  deficit  but  not  at  the  risk  of  defeating 
the  effectiveness  of  the  examination.  Perhaps  the  best 
means  of  cost  control  is  the  alert  system  of  evaluating 
graders  which  screens  out  those  who  show  the  least 
promise  and  rewards  those  whose  quality  and  production 
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are  outstanding.  This  is  supplemented  by  an  effective 
method  of  budgetary  control  for  the  Education  Division. 
The  Commission  concludes  that  these  methods  provide 
adequate  control  over  the  cost  of  the  Advisory  Grading 
Service. 

The  Commission  also  concludes  that  the  methods  of 
computing  costs  and  setting  charges  to  the  state  boards 
are  fair  and  reasonable.  It  is  recognized  that  the  increase 
in  the  rate  of  fees  during  1959  contributed  to  the  excess 
of  income  over  expense  for  the  fiscal  year  ended  August 
31,  1960,  but  it  is  anticipated  that  a  continuing  increase 
in  the  cost  of  services  performed  will  result  in  an  excess 
of  expense  over  income  during  the  coming  years. 

The  Commission  knows  of  no  way  in  which  a  similar 
quality  of  work  could  be  obtained  at  a  lower  cost. 
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APPENDIX  A 


EDUCATIONAL  TESTING  SERVICE 
20  Nassau  Street,  Princeton,  New  Jersey 


Office  of  the  Vice  President  for  Testing 
Programs  and  Services 

Mr.  Ralph  S.  Johns,  Chairman 
Certified  Public  Accountant  Examiners 
Board  of  Trade  Building 
Chicago  4,  Illinois 

Dear  Mr.  J ohns : 


October  5,  1959 


I  am  happy  to  report  to  the  CPA  Examination  Appraisal  Commission 
that  the  procedures  followed  in  the  Certified  Public  Accountant  Examina- 
tions reflect  a  high  degree  of  competence  in  design  and  expertness  in 
administration.  Dr.  Wilton  T.  Anderson  and  his  staff  are  to  be  compli- 
mented for  the  excellent  job  they  are  doing.  The  profession  of  accountancy 
likewise  deserves  commendation  for  its  farsightedness  in  making  a  uniform 
examination  and  grading  service  available  on  a  nationwide  basis. 

The  major  basis  of  my  favorable  evaluation  of  CPA  examination  pro- 
cedures was  a  careful  study  of  the  Handbook  of  Certified  Public  Account- 
ant Examinations  and  Educational  Activities  prepared  by  Dr.  Anderson 
and  his  associates.  I  raised  questions  and  offered  suggestions  on  a  number 
of  minor  points  in  the  Handbook.  These  comments,  and  the  responses  Dr. 
Anderson  made  to  them,  were  duplicated  and  distributed  to  members  of 
the  Commission.  In  general  his  responses  involved  clarification  or  elabora- 
tion of  the  points  in  question.  In  no  case  did  a  question,  or  the  response 
to  it,  indicate  the  need  for  any  important  change  in  the  Handbook  or  in 
the  procedures  it  described. 

In  a  covering  letter  to  Dr.  Anderson,  I  made  several  suggestions  for 
possible  consideration  in  the  future  development  of  the  program.  Chief 
among  these  was  the  thought  of  gradually  increasing  the  proportion  of 
objective  type  questions  in  the  examination.  Dr.  Anderson  reported  to 
the  Commission  that  progress  is  being  made  in  this  direction. 

It  has  been  a  distinct  pleasure  for  me  to  work  with  you  on  this  project. 
I  have  been  impressed  by  the  competence  and  friendliness  of  you  and  your 
colleagues.  You  have  my  best  wishes  for  continued  success  in  your  work. 

Sincerely  yours, 
(Signed)    Robert  L.  Ebel 

RLE  :bg 

60 


APPENDIX  B 


PREPARATION  OF  THE  GRADING  MATERIALS 
ILLUSTRATED 

The  functions  of  the  grade  sheets  and  the  grading  guides  are  the 
same  for  all  subjects  in  the  examination.  In  every  case  they  are  developed 
in  a  thoughtful  and  deliberate  way  to  assure  consistency  and  fairness  in 
grading.  This  technical  aspect  of  grading  is  described  for  interested  parties 
in  terms  of  a  question  in  Theory  of  Accounts.  It  is  representative  of  the 
techniques  used  in  the  other  subjects  as  well. 

The  grade  sheet  for  question  4  on  the  May  1959  examination  is  an 
excellent  example  of  the  judgment  and  art  displayed  in  developing  the 
pattern  of  point  allocations  on  a  discussion  answer.  The  estimated  time 
on  the  question  is  25  to  35  minutes.  The  question  follows: 

"a.  Goodwill  which  is  permitted  on  a  statement  (other  than  a  con- 
solidated statement)  is  that  which  has  been  purchased.  Describe  briefly 
two  explanations  which  have  been  used  to  justify  the  recording  of  good- 
will in  the  balance  sheet  of  a  corporation  or  partnership. 

b.  Present  two  methods  for  estimating  the  value  of  goodwill  in 
determining  the  amount  which  should  properly  be  paid  for  it. 

c.  Discuss  the  propriety  of  the  item  "Goodwill"  on  the  balance  sheet 
in  each  of  the  following  cases  using  the  "cost"  concept  as  a  guide. 

(1)  The  excess  of  cost  over  book  value  of  the  net  assets  of  firm  A 
acquired  by  firm  B. 

(2)  Goodwill  placed  on  the  books  of  an  existing  partnership  imme- 
diately preceding  the  admission  of  a  new  partner. 

(3)  Goodwill  arising  from  consolidation." 

The  portion  of  the  Theory  grade  sheet  and  the  Grading  Guide  for 
question  4  are  shown  in  the  Tables  19  and  20  in  Appendix  F.  Table  21 
summarizes  the  changes  in  the  grade  sheet  from  its  first  to  its  fourth 
draft. 

The  first  copy  of  the  grading  guide  and  the  point  allocations  were 
prepared  by  the  man  who  put  the  question  in  the  examination.  These  were 
used  by  the  reviewers  to  grade  the  first  sample  of  papers.  On  the  first 
grading  the  bulk  of  the  papers  in  the  sample  received  less  than  5  of  the 
16  points  allotted  to  question  4.  This  was  not  unexpected  because  the 
main  purpose  of  the  first  test  reading  was  to  acquaint  the  reviewers  with 
the  way  in  which  the  candidates  were  interpreting  and  answering  the 
question.  The  reviewers  then  prepared  notes  on  the  content  of  the  answers 
to  identify  new  ideas  that  deserved  points  even  though  they  did  not 
appear  on  the  first  grade  sheet.  The  reviewers  also  looked  for  ideas  where 
weights  needed  adjustment. 
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On  question  4,  the  first  reading  and  discussion  thereof  by  the  reviewers 
led  to  15  weight  changes,  3  new  ideas,  and  1  change  of  position  of  an  idea 
on  the  grade  sheet.  Reference  to  Table  21  shows  that  the  major  changes 
in  ideas  occurred  in  part  a  of  the  answer.  The  first  change  might  be  said 
to  be  one  of  emphasis  but  in  essence  it  gave  effect  to  the  candidates'  recog- 
nition that  goodwill  must  be  "paid  for."  Then  the  idea  of  "excess  profits" 
was  split  into  the  three  subideas  under  "paid  for."  The  second  new  idea 
which  the  candidates  recognized  was  the  listing  of  the  sources  of  goodwill, 
such  as  satisfactory  customer  relationships,  etc.  This  idea  was  introduced 
as  an  alternative  with  a  submaximum  of  2.  Incidentally  on  the  second 
grade  sheet,  "paid  for"  plus  its  three  subideas  and  alternative  allowed 
a  span  of  at  least  9  points  from  which  the  candidates  could  draw  in 
addressing  themselves  to  this  subpart  of  requirement  a  in  the  problem ;  but 
no  candidate  was  allowed  more  than  5  points  maximum  on  the  "paid  for" 
concept.  This  represented  an  increase  of  l-1/^  over  the  3-Y2  initially 
allotted  to  the  "excess  profits"  concept  on  the  first  grade  sheet. 

The  third  new  idea  appeared  in  part  c  (1).  Candidates'  answers 
pointed  out  that  in  some  cases  the  situation  stated  in  the  question  would 
not  result  in  goodwill.  Hence  this  idea  was  introduced  as  an  alternative 
with  I-V2  points.  The  inclusion  of  this  idea  did  not  of  itself  increase  the 
maximum  points  a  candidate  could  earn  on  part  c  (1).  Actually  it  in- 
creased to  6  the  variety,  or  assortment,  of  point-carrying  ideas  that  he 
could  discuss  in  this  subpart  of  the  question;  the  maximum  increased 
from  2-%  to  3  as  a  result  of  the  reviewers'  re-evaluation  of  the  emphasis 
of  this  question.  Candidates  so  stressed  the  idea  of  the  excess  of  cost  over 
current  values  that  this  discriminating  concept  was  built  up  to  3  points 
and  placed  first  in  the  part  c  of  the  grade  sheet. 

The  second  grade  sheet  and  its  related  draft  of  the  grading  guide 
were  used  by  the  reviewers  to  grade  the  second  distinct  sample  of  papers. 
On  this  grading,  all  scores  were  higher,  with  the  mode  on  the  distribution 
in  the  8  to  9-%  range.  At  this  stage  an  item  analysis  was  taken.  This 
means  that  for  each  item  on  the  grade  sheet  a  tally  was  made  of  the  scores 
earned  on  the  highest  third  of  the  papers  and  on  the  lowest  third  of  the 
papers.  The  tallies  were  compared.  Items  which  occurred  correctly  with 
high  frequency  on  both  groups  were  called  floor  items.  They  did  not  dis- 
tinguish between  the  good  and  poor  candidates.  They  were  assigned 
enough  points  to  help  move  all  candidates  close  to  the  passing  level.  Items 
which  occurred  correctly  with  high  frequency  in  the  upper  group  only 
were  called  discriminating  points.  These  identified  the  better  candidates 
and  were  allotted  points  to  help  move  them  above  the  passing  level.  The 
item  analysis  and  the  correlation  of  grades  on  question  4  with  total  grades 
in  Theory  resulted  in  the  reassignment  of  weights  on  the  third  draft  of 
the  grade  sheet.  Table  21  shows  the  changes  made.  It  also  shows  the  intro- 
duction of  I-V2  points  for  an  alternative  answer  which  appeared  as  a  floor 
item  on  the  analysis. 

When  the  third  draft  of  the  grade  sheet  was  ready,  the  graders 
reported  for  duty  and  read  their  first  sample  of  papers.  This  was  194 
papers  for  question  4.  The  basic  purpose  of  this  reading  was  to  acquaint 
the  graders  thoroughly  with  the  question,  answer,  and  weights.  It  also 
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tested  the  grading  basis  to  see  if  it  was  workable  and  actually  distinguished 
the  passing  candidates.  The  graders  kept  notes  and  interchanged  ideas  with 
the  reviewers  in  order  to  benefit  fully  from  the  experience  of  the  re- 
viewers in  building  up  the  answer  and  to  introduce  a  fresh  point  of  view 
in  the  assessment  of  the  answer.  On  question  4  this  interchange  resulted 
in  the  reassignment  of  5  weights  and  in  the  introduction  of  a  new  idea 
in  part  b,  which  permitted  the  acceptance  of  an  alternative  correct 
answer. 

The  sample  grading  of  question  4  by  the  graders  not  only  prepared 
them  for  actual  grading  but  also  confirmed  that  the  grading  pattern  would 
be  effective  upon  the  completion  of  the  fourth  and  final  draft  of  the  grade 
sheet  and  grading  guide. 

Reference  to  the  grading  guide  for  part  b  under  "Capitalized  profits" 
shows  a  parenthetical  instruction  which  permitted  the  graders  to  give 
partial  credit  of  2  points  out  of  3-%  for  an  incomplete  discussion.  This 
was  unusual.  Generally  graders  award  points  in  the  units  shown  in  the 
grade  sheet  and  the  reviewers  award  partial  credit  during  the  review 
process.  In  this  case  where  the  partials  occurred  frequently  and  were 
readily  recognized,  the  decision  was  delegated  to  the  graders. 

The  breadth  and  variety  of  alternative  answers  which  might  have 
earned  a  passing  grade  on  question  4  is  indicated  by  the  total  of  over 
39-%  different  points  included  in  the  grade  sheet.  These  represent  the 
span,  or  variety,  of  ideas  and  concepts  which  candidates  could  have  drawn 
upon  as  responsive  to  the  question.  The  judicious  allocation  of  submaxi- 
mum  points  as  shown  on  the  grade  sheet  prevented  overgrading  and  re- 
quired candidates  to  write  balanced  answers  to  gain  passing  status. 

The  preceding  description  of  how  question  4  was  graded  is  typical  of 
the  method  which  is  applied  to  all  essay  and  discussion  questions  in  an 
examination.  It  shows  the  extent  to  which  the  grading  process  is  designed 
to  meet  the  candidates  more  than  half  way  and  to  assign  passing  grades 
to  those  who  demonstrate  the  knowledge  and  judgment  characteristic  of  a 
CPA. 
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APPENDIX  C 

OKLAHOMA  STATE  UNIVERSITY 
College  of  Business 
STILLWATER 

Department  of  Accounting  September  27,  1960 

Dr.  Robert  A.  Meier,  Secretary 

CPA  Examination  Appraisal  Commission 

Loyola  University 

820  North  Michigan  Avenue 

Chicago  11,  Illinois 

Dear  Dr.  Meier: 

For  several  years  many  groups  and  individuals  have  had  an  interest 
in  the  results  of  candidates  writing  the  Uniform  CPA  Examination. 
They  have  been  concerned  because  a  large  number  of  people  admitted  to 
the  examination  are  unsuccessful.  On  different  occasions  statistical  data 
have  been  compiled  and  conclusions  have  been  drawn.  It  is  extremely 
difficult,  however,  to  quantify  many  aspects  of  insight  into  basic  require- 
ments for  successfully  completing  the  CPA  examination. 

Based  on  my  experience  as  director  of  education  of  the  American 
Institute  of  Certified  Public  Accountants  it  is  my  opinion  that  two  basic 
requirements  must  be  met  by  every  candidate  if  he  expects  to  succeed  in 
passing  the  examination.  These  requirements  are:  an  adequate  intelligence 
level,  and  the  study  of  accounting  in  a  rigorous  educational  program 
usually  in  an  academic  setting.  A  third  requirement  must  be  met  in  case 
several  months  or  a  few  years  expire  between  the  completion  of  formal 
accounting  study  and  taking  the  examination.  A  candidate  must  review 
intensively  for  an  extended  period  of  time.  It  is  my  firm  belief  that  prac- 
tically every  examination  failure  may  be  traced  to  the  absence  of  one  of 
the  three  requirements. 

To  a  large  extent,  the  supply  of  certified  public  accountants  is  de- 
rived from  college  graduates  who  have  specialized  in  accounting.  Of  course, 
some  people  become  interested  in  public  accounting  following  college 
graduation.  Some  people  are  able  to  learn  accounting  by  means  of  self 
study,  while  working  in  a  practitioner's  office  or  by  other  means.  In 
general,  however,  the  statement  is  true  that  in  recent  years  most  people 
who  have  entered  public  accounting  have  spent  considerable  time  studying 
accounting  when  in  college.  This  means  that  the  supply  of  future  CPAs 
is  directly  related  to  the  number  of  college  accounting  graduates. 

Several  studies  have  revealed  a  definite  pattern  of  ages  of  candidates 
at  the  time  of  successfully  completing  the  CPA  examination.  The  average 
age  is  between  26  and  28  years.  This  means  that  most  candidates  complete 
the  examination  four  to  six  years  after  they  finish  college.  From  this 
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information  it  is  logical  to  relate  the  number  of  successful  candidates 
to  the  number  of  college  accounting  graduates  four  to  six  years  ago. 

The  U.  S.  Office  of  Education  estimated  that  approximately  7,500 
college  accounting  majors  were  graduated  five  years  ago.  Estimates  have 
been  made  that  in  the  last  seven  years  no  more  than  seventy  percent  of 
the  college  accounting  graduates  have  been  interested  in  careers  in  public 
accounting.  All  of  these  graduates  interested  in  public  accounting  did  not 
possess  an  adequate  intelligence  level  to  anticipate  passing  the  examina- 
tion. All  of  them  did  not  study  in  rigorous  educational  programs,  and  all 
of  them  did  not  review  intensively  for  an  extended  period  of  time. 

In  the  May  and  November  1959  CPA  examinations  5,202  candidates 
successfully  completed  all  parts  attempted.  When  this  figure  is  compared 
to  the  number  of  college  accounting  graduates  five  years  ago,  especially 
taking  into  consideration  only  those  interested  in  public  accounting,  it 
appears  that  most  interested  and  well  prepared  candidates  are  successful 
in  passing  the  examination. 

Sincerely  yours, 

(Signed)  Wilton  T.  Anderson 

WTA/ts 
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(Reverse  side) 
(State) 

STATE    BOARD    OF  ACCOUNTANCY 

UNIFORM  STATISTICAL  INFORMATION  QUESTIONNAIRE 

Instructions 
Bead  carefully  before  completing  questionnaire. 

The  information  supplied  in  this  form  should  represent  your  status 
on  the  examination  date.  Therefore,  complete  the  questionnaire  immediately 
prior  to  the  examination  date.  Upon  completion,  sign  and  date  it,  and 
insert  it  in  the  envelope  provided,  placing  your  name  in  the  upper  right 
hand  corner  of  the  face  of  the  envelope.  Deliver  your  completed  question- 
naire in  sealed  envelope  to  the  Board  representative  proctoring  the  exami- 
nation when  you  present  yourself  for  the  first  session.  Retain  a  copy  of 
your  completed  questionnaire  for  your  files. 

Education 

1.  Under  "Undergraduate  college"  enter  only  undergraduate  study  in 
a  college  accredited  as  a  degree  granting  institution  by  a  recognized 
accrediting  association. 

2.  Under  "Postgraduate  accounting  study"  enter  only  graduate  study 
in  the  graduate  division  of  a  university  or  college  accredited  as  a  higher 
degree  granting  institution  by  a  recognized  accrediting  association. 

3.  Use  the  conventional  college  semester  unit  in  filling  in  the  number 
of  semester  units  of  accounting  work  completed  (or  to  be  completed  within 
45  days  after  the  examination).  It  should  be  noted  that: 

a.  One  semester  hour  in  a  college  or  university  on  a  semester  basis 
is  equivalent  to  one  semester  unit. 

b.  Three  units  in  a  college  or  university  on  a  quarter  basis  is 
equivalent  to  two  semester  units. 

c.  Five  assignments  of  a  correspondence  course  may  be  treated  as 
one  semester  unit. 

4.  The  number  of  completed  semester  units  of  accounting  work  should 
comprise  only  semester  units  of  recognized  accounting  subjects  such  as, 
accounting  theory,  accounting  problems,  auditing,  cost  accounting,  account- 
ing systems,  tax  accounting  problems. 

If  you  have  previously  completed  one  of  these  questionnaires  in  con- 
nection with  a  prior  CPA  examination  in  this  state,  enter  your  name  and 
address  and  answer  only  the  questions  with  respect  to  which  there  has 
been  a  change  in  your  status.  Mark  all  other  questions  "No  change." 
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APPENDIX  E 


THE  UNIFORM  CPA  EXAMINATIONS 
EXPENSE  BUDGETS 

The  various  expenses  are  listed  in  Table  22  (on  page  87)  which 
shows  the  revised  budget  and  actual  figures  for  1958-59  and  the  budget 
figures  for  1959-60.  Table  23  (on  page  88)  shows  the  revised  budget  and 
actual  figures  for  1959-60  and  the  budget  for  1960-61.  The  methods  of 
identifying  the  expenses  with  the  Uniform  CPA  Examination  activity 
are  explained  in  the  following  paragraphs. 

Professional  fees  for  preparing  and  grading  the  examination  are  a 
direct  charge.  These  fees  are  accumulated  from  actual  time  reports. 
The  budget  gives  effect  to  the  expected  increases  in  number  of  papers 
and  rates  of  pay. 

In  1945  graders  were  paid  at  the  uniform  rate  of  $30.00  per  day. 
In  1955  they  were  paid  at  different  rates  ranging  from  $25.00  to  $45.00 
per  day.  The  average  was  $30.40  for  a  seven-hour  day.  During  1959 
graders  were  paid  on  an  hourly  basis.  The  rates  ranged  from  $4.00  to 
$6.00  per  hour.  More  than  half  the  graders  received  $4.50  per  hour. 
This  amounts  to  $31.50  for  a  seven-hour  day.  For  the  sake  of  efficiency, 
no  grader  is  permitted  to  work  more  than  7  hours  a  day.  During  1959  the 
reviewers  and  section  chiefs  were  paid  at  rates  ranging  from  $5.00  to 
$8.00  per  hour.  Most  were  paid  either  $5.50  or  $6.00  per  hour.  It  is 
expected  that  this  scale  will  continue  with  appropriate  raises  given  to 
deserving  individuals.  Starting  rates  will  continue  at  $4.00  in  general.  But, 
because  no  travel  allowance  is  provided,  the  starting  rate  for  faculty 
members  who  are  invited  from  out-of-town  for  the  May  examinations 
will  be  $5.00  per  hour.  It  is  planned  that  the  scale  of  rates  for  section 
chiefs  will  range  from  $7.00  to  $12.00  per  hour. 

Salaries,  employee  benefits,  and  social  security  taxes  are  allocated  on 
the  basis  of  actual  time  spent  on  the  examination  activity.  These  alloca- 
tions are  intradepartmental.  The  Director  of  Education,  for  example, 
keeps  a  daily  record  of  his  time  spent  on  the  examinations  and  that  spent 
on  his  other  educational  activities.  His  salary  and  related  expenses  are 
prorated  in  the  proportions  reported. 

Supplies  for  examinations,  including  paper  and  printing  forms  and 
questions,  are  charged  on  the  basis  of  cash  payments. 

Postage,  express,  and  mailing  supplies  for  the  examination  are  a 
direct  charge. 

Telephone  and  telegraph  expenses  are  based  on  the  rent  of  the  equip- 
ment used.  There  is  a  minor  allocation  of  the  cost  of  local  calls  on  the 
basis  of  rent.  Toll  charges  are  directly  identified. 

Insurance  on  examination  papers  is  a  direct  charge. 
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Equipment  is  charged  at  the  direct  cash  cost  of  acquisition.  Depreci- 
ation accounting  is  not  used. 

Equipment  maintenance  is  on  a  contract  based  on  identified  machines. 

Rent  is  allocated  to  the  examination  service  in  terms  of  the  relative 
value  of  the  space  occupied.  The  allocation  is  based  on  a  survey  of  the 
floor  space  every  year  or  two. 

The  electricity,  housing  insurance,  and  sundry  building  maintenance 
and  supplies  are  allocated  on  the  basis  of  the  actual,  unweighted  floor 
space  used.  These  items  are  included  with  rent  in  Table  22. 

Staff  travel,  expense  of  committee  meetings,  and  sundry  items,  such 
as  moving  expenses,  interviews,  etc.,  are  direct  charges. 

The  information  booklet  for  CPA  candidates  is  a  direct  charge.  It 
reflects  the  cash  paid  out  for  printing  costs  less  the  income  received  from 
sales  at  $.30  per  booklet. 

It  is  noted  that  the  budget  for  1960-61  in  Table  23  (on  page  88) 
introduces  the  classification  of  expenses  on  a  functional  basis.  The  major 
items,  such  as  preparation  of  examinations  and  grading  papers  are  self- 
explanatory.  Analysis  and  research  includes  the  expense  of  the  survey  by 
the  Education  Division  of  the  results  of  the  examinations.  Aids  to  candi- 
dates includes  the  cost  of  the  information  booklet  for  CPA  candidates. 
Ordinarily  the  expense  is  limited  to  a  supply  of  reprints  and  mailing. 
The  fiscal  1961  budget  provides  for  a  revision  of  the  booklet.  Aids  to 
state  boards  includes  the  services  performed  for,  and  reports  to,  the  state 
boards  and  the  Association  of  Certified  Public  Accountant  Examiners. 

No  general  administrative  or  overhead  expenses  incurred  by  the 
AICPA  are  identified  with  the  examination.  For  example,  no  multilith 
labor  is  charged  to  the  examination  although  the  supplies  used  are.  No 
bookkeeping  or  accounting  cost  is  allocated  to  the  examination.  Salaries 
are  allocated  within  departments,  but  there  is  no  allocation  of  salaries 
from  one  department  to  another.  The  closest  approach  to  cross  allocation 
is  the  proration  of  the  space  assigned  to  the  committee  meeting  room 
and  the  lunch  room  to  all  floors  when  the  rental  cost  is  computed.  It  is 
the  opinion  of  some  members  of  the  AICPA  administration  that  the 
accounting  system  should  be  revised  to  include  appropriate  allocations  of 
general  administrative  expenses  to  all  activities.  If  this  is  done,  the 
Controller  estimates  that  it  may  add  approximately  $5,000  to  the  annual 
cost  of  the  examination  service. 
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APPENDIX  F 


TABLES 


TABLE  1 

JURISDICTIONS  USING  INSTITUTE'S  SERVICE 
AND  NUMBER  OF  PAPERS  GRADED, 
1926  TO  1960 


Number  of  Jurisdictions1 


Used  Grading  Number  of 

Used  Examination  Service  Papers  Graded 


May     November     May     November  May  November 


1960   53  51  51  49  36,313  45,608 

1959   53  52  51  50  36,297  44,094 

1958   52  53  50  51  33,184  44,239 

1957   52  53  50  51  30,828  40,374 

1956   52  52  49  49  25,307  34,873 

1955   49  53  47  50  27,584  33,278 

1946   39  47  31  37  5,685  8,342 

1936   30  29  27  24  1,604  1,711 

1926   30  29  26  26  Figures  not  available 


Jurisdictions  include  states,  District  of  Columbia,  territories,  island  possessions  and 
Treasury  Department.  Minor  variations  in  the  number  of  jurisdictions  using  the  examina- 
tion and  the  grading  service  occur  because  in  some  of  the  less  populated  jurisdictions  the 
examination  is  not  offered  every  six  months  or,  if  the  examination  is  offered,  no  candidates 
apply. 


TABLE  2 

QUALIFICATIONS  OF  THE  GRADING  STAFF, 
NOVEMBER  1959  EXAMINATION 


Theory 

Accounting 

of 

Commercial 

Practice 

Auditing 

Accounts 

Law 

Combined 

Number  of  Graders  

23 

23 

20 

14 

80 

CPAs   

23 

23 

20 

2 

68 

Passed  the  Bar  

6 

14 

20 

Members  of  the  AICPA 

23 

20 

19 

1 

63 

Members  of  State 

Societies  of  CPAs  

23 

20 

16 

2 

61 

Members  of  American 

Accounting  Association  ... 

5 

2 

3 

10 

Full-time  Public  Accounting 

or  Legal  Experience  

23 

23 

20 

13 

79 

Full-time  Collegiate 

Teaching  Experience  

3 

3 

5 

1 

12 

Evening  or  Part-time 

Collegiate  Teaching 

Experience  

6 

9 

7 

1 

23 

Bachelor's  Degree  (except 

Law)   

Master's  Degree  

21 

22 

19 

8 

70 

4 

7 

4 

1 

16 

Doctor's  Degree  

1 

1 

Law  Degree  

6 

14 

20 

Members  of  Scholastic 

Honorary  Fraternities 

  3 

5 

8 

3 

19 

71 


TABLE  3 


NUMBER  OF  TIMES  INDIVIDUAL  GRADERS 
HAVE  BEEN  ENGAGED  FOR  THE  GRADING  STAFF  BY  THE  AICPA, 
NOVEMBER  1959  EXAMINATION 


Number  of  Times 
Examinations 
Graded  for  the 
AICPA 

Accounting 
Practice 

Auditing 

Theory 
of 

Accounts 

Commercial 
Law 

Combined 

Thirty-four   

1 

1 

Twenty-four   

1 

1 

 1 

1 

2 

2 

 2 

1 

3 

1 

1 

Eighteen   

 2 

2 

4 

Seventeen   

1 

1 

Fifteen   

1 

3 

4 

 1 

1 

Thirteen   

1 

2 

3 

Twelve   

1 

1 

Eleven   

 2 

1 

1 

4 

o 

o 
& 

 1 

3 

1 

5 

Eight   

2 

1 

1 

4 

Seven   

 3 

1 

3 

1 

8 

Six   

 1 

1 

2 

Five   

 2 

1 

3 

6 

Four   

2 

2 

4 

Three   

 1 

2 

2 

2 

7 

Two   

 2 

3 

5 

One   

 3 

2 

4 

1 

10 

Number  of  Graders  

 23 

23 

20 

14 

80 

TABLE  4 

AVERAGE  NUMBER  OF  TIMES  GRADERS 
HAVE  BEEN  ENGAGED  FOR  THE  GRADING  STAFF  BY  THE  AICPA, 
NOVEMBER  1959  EXAMINATION 


Number  of  Semiannual     Number  Average  Times 

Examinations  of  Graded 

Graded  for  the  AICPA     Graders  Per  Grader 


Accounting  Practice   

210 

23 

9 

Auditing   

183 

23 

8 

Theory  of  Accounts   

173 

20 

9 

Commercial  Law   

145 

14 

10 

Combined   

711 

80 

9 
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TABLE  5 

FULL-TIME  PUBLIC  ACCOUNTING  OB  LEGAL  EXPERIENCE 
OF  THE  GRADING  STAFF, 
NOVEMBER  1959  EXAMINATION 


Theory 

Accounting  of  Commercial 

Practice    Auditing     Accounts         Law  Combined 


Number  of  Graders    23  23            20            14  80 

None    1  1 

1  to  5  Years   3  112  7 

Over  5  to  10  Years    4  6             7             4  21 

Over  10  Years    16  16            12             7  51 


TABLE  6 

FULL-TIME  COLLEGIATE  TEACHING  EXPERIENCE 
OF  THE  GRADING  STAFF, 
NOVEMBER  1959  EXAMINATION 


Theory 

Accounting  of  Commercial 

Practice    Auditing     Accounts         Law  Combined 


Total  Number  of 

Graders    23  23  20  14  80 

Total  Number  of 

Graders  With  Full- 
time Collegiate 

Teaching  Experience    3  3  5  1  12 

1  to  5  Years    2  2  116 

Over  5  to  10  Years    13  4 

Over  10  Years    112 


TABLE  7 

EVENING  OR  PART-TIME  COLLEGIATE  TEACHING  EXPERIENCE 
OF  THE  GRADING  STAFF, 
NOVEMBER  1959  EXAMINATION 


Theory 

Accounting  of  Commercial 

Practice    Auditing     Accounts         Law  Combined 


Total  Number  of 

Graders    23  23  20  14  80 

Total  Number  of 

Graders  With  Part- 
time  Collegiate 

Teaching  Experience    6  9  7  1  23 

1  to  5  Years    6  7  6  1  20 

Over  5  to  10  Years    1  1 

Over  10  Years    1  1  2 
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TABLE  8 


QUALIFICATIONS  OF  OUT-OF-TOWN  FACULTY  MEMBERS 
ON  THE  GRADING  STAFF, 
MAY  1959  EXAMINATION 


Accounting        Theory  of 
Practice  Accounts  Combined 


3 

5 

8 

Number  of  Times  CPA  Examinations 

Graded  for  the  AICPA   

9 

19 

28 

CPAs   

3 

5 

8 

Members  of  the  AICPA   

3 

4 

7 

Members  of  State  Societies  of  CPAs   

3 

3 

6 

Members  of  the  American  Accounting 

3 

4 

7 

Full-time  Public  Accounting 

Experience   

3 

2 

5 

Full-time  Collegiate  Teaching 

Experience   

Bachelor 's  Degree  

3 

5 

8 

3 

5 

8 

Master's  Degree   

3 

5 

8 

Doctor's  Degree   

1 

4 

5 

Members  of  Scholastic  Honorary- 

Fraternities   

2 

3 

5 

TABLE  9 


NUMBER  OF  TIMES  OUT-OF-TOWN  FACULTY  MEMBERS 
HAVE  BEEN  ENGAGED  FOR  THE  GRADING  STAFF  BY  THE  AICPA, 
MAY  1959  EXAMINATION 


Number  of  Times  Examinations 
Graded  for  the  AICPA 

Accounting 
Practice 

Theory  of 
Accounts 

Combined 

Eight   

1 

1 

Seven   

1 

1 

2 

Two   

1 

1 

One   

2 

2 

4 

Number  of  Graders   

3 

5 

8 

Average  Times  Graded  per  Grader   

3 

4 

3.5 

TABLE  10 


FULL-TIME  PUBLIC  ACCOUNTING  EXPERIENCE 
OF  OUT-OF-TOWN  FACULTY  MEMBERS  ON  THE  GRADING  STAFF, 
MAY  1959  EXAMINATION 


Accounting 
Practice 

Theory  of 
Accounts 

Combined 

Total  Number  of  Graders   

3 

5 

8 

Total  Number  of  Graders  With  Full- 

time Public  Accounting  Experience  .. 

3 

2 

5 

1  to  5  Years   

3 

2 

5 
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TABLE  11 


FULL-TIME  COLLEGIATE  TEACHING  EXPERIENCE 
OF  OUT-OF-TOWN  FACULTY  MEMBERS  ON  THE  GRADING  STAFF, 
MAY  1959  EXAMINATION 


Accounting 
Practice 

Theory  of 
Accounts 

Combined 

Number  of  Graders   

  3 

5 

8 

1  to  5  Years  

2 

2 

Over  5  to  10  Years   

2 

2 

Over  10  Years   

  3 

1 

4 

TABLE  12 

UNIVERSITIES  REPRESENTED 
BY  OUT-OF-TOWN  FACULTY  MEMBERS  ON  THE  GRADING  STAFF, 
MAY  1959  EXAMINATION 


Accounting 
Practice 

Theory  of 
Accounts 

Combined 

Number  of  Graders   

3 

5 

8 

Baylor  University   

1 

1 

Columbia  University  

1 

1 

Loyola  University,  New  Orleans   

1 

1 

Texas  Technological  College   

1 

1 

University  of  Alabama   

1 

1 

University  of  Illinois   

2 

2 

University  of  Tennessee  

1 

1 

TABLE  13 

STATES  IN  WHICH  OUT-OF-TOWN  FACULTY  MEMBERS 
ON  THE  GRADING  STAFF  ARE  CPAs, 
MAY  1959  EXAMINATION 


Accounting 
Practice 

Theory  of 
Accounts 

Combined 

  3 

5 

8 

  1 

1 

  1 

1 

2 

Tennessee   

2 

2 

Texas   

  1 

2 

3 
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TABLE  14 


ANALYSIS  OF  THE  NOVEMBER  1954  CPA  EXAMINATION 
ADMINISTERED  BY  THE 

WISCONSIN  STATE  BOARD  OF  ACCOUNTANCY 


Number 

Number 

Subject 

Writing 

Passed 

Per  Cent 

Auditing   

  121 

39 

32.23 

Commercial  Law   

  116 

38 

32.76 

Theory  of  Accounts   

  126 

39 

30.95 

Accounting  Practice   

  124 

43 

34.68 

Candidates  Passing 

Number  of  Times  Written  Examination 

12  3 

4      5  6 

7 

8  9 

Auditing   

  19     8  6 

12  2 

1 

  23     9  2 

1  1 

1 

1 

Theory  of  Accounts   

  20     8  4 

14  1 

1 

  22      7  4 

2  4 

4 

Candidates  Passing 

%  Majors* 

%  Nonmajors  1 

Yo  Noncollege 

  76.9 

17.9 

5.2 

  81.6 

15.8 

2.6 

Theory  of  Accounts   

  82.1 

12.8 

5.1 

Accounting  Practice   

  81.4 

13.9 

4.7 

Candidates  Completing  the  Examination 
%  Majors*    %  Nonmajors  %  Noncollege 
November  1954  Examination    84.4  12.5  3.1 


Average  Age  of  Candidates 

Completing  the  Examination  —  29.3  years. 

Years  of  Age 
20-25         25-30         30-35         35-40  40-45 

Number  of  Candidates    3  13  13  2  1 

*Graduates  of  accredited  schools  with  majors  in  accounting. 

Information  made  available  through  the  courtesy  of  the  Wisconsin  State  Board  of 
Accountancy. 
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TABLE  16 


ANALYSIS  OF  THE  30  CPA  EXAMINATIONS 
ADMINISTERED  BY  THE  UNIVERSITY  OF  ILLINOIS 
FROM  NOVEMBER  1943  THROUGH  MAY  1958 


(Data  assembled  by  University  Committee  on  Accountancy) 


Number  taking  30  examinations    7,341 

Wrote  once,  failed,  and  have  not  tried  again    2,462 

Passed  or  failed  after  more  than  one  attempt,  to  date    4,879 

Results  on  the  4,879  candidates: 

Wrote  once  and  passed    773 

Wrote  two  or  more  times  and  passed    2,357 

3,130  (64%) 

Wrote  two  or  more  times  and  had  not  passed  by 

May  1958  examination    1,749 

4,879 


(It  is  estimated  that  the  64%  might  increase  as  high  as  70%  if  figures  could  be 
projected.  The  1,749  undoubtedly  included  some  who  passed  later  examinations.) 

Information  made  available  through  the  courtesy  of  the  Illinois  Society  of  Certified 
Public  Accountants. 
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TABLE  18 

ANALYSIS  OF  CANDIDATES  PASSING  AND  FAILING 
THE  VIRGINIA  CPA  EXAMINATION 
FROM  NOVEMBER  1910  THROUGH  MAY  1959 


Candidate.  A  person  who,  because  of  his  qualifications,  has  been  accepted 
by  the  Virginia  State  Board  of  Accountancy  to  sit  for  the  CPA  examina- 
tion. 

Serious  Candidate.  One  who  passed  all  four  parts  of  the  examination  on  the 
first  attempt,  or  one  who  attempted  the  examination  more  than  once. 

Attempt.  Each  time  a  candidate  sat  for  one  or  more  of  the  four  parts  of  the 
CPA  examination. 

College  Graduate.  A  known  graduate  of  a  university  or  college,  holding  mem- 
bership in  the  regional  standardizing  association  of  colleges. 

Noncollege  Graduate.  See  Paragraph  54-89-7,  "Rules  and  Regulations  of  The 
Virginia  State  Board  of  Accountancy. ' 1 


SECTION  I 
November  1910  through  May  1959 


All  Candidates 

Per 

Number  Cent 

Passed                                                                                  761  38 

Failed                                                                                1,227  62 

Total                                                                                  1,988  100 

Serious  Candidates 

Passed                                                                                  761  55 

Failed                                                                                   616  45 

Total  (1,988  -611)                                                                  1,377  100 


SECTION  II 
November  1945  through  May  1959 


All  Candidates 

Passed    431  33 

Failed    864  67 

Total    1,295  100 

Serious  Candidates 

Passed    431  52 

Failed    403  48 

Total  (1,295  -461)    834  100 
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TABLE  18  (continued) 


SECTION  III 
November  1945  through  May  1958 

PART  I 
All  Candidates 

Per 

Number  Cent 

Passed  (83,  or  7%,  on  first  attempt)    379  32 

Failed   812  68 

Total    1,191  100 

Serious  Candidates 

Passed    379  49 

Failed    392  51 

Total  (1,191  -420)    771  100 


PART  2 
COLLEGE  GRADUATES 
All  Candidates 

Passed  (56,  or  9.3%,  on  first  attempt)    235  39 

Failed    368  61 

Total    603  100 

Serious  Candidates 

Passed    235  62 

Failed    142  38 

Total  (603  -226)    377  100 


PART  3 
NONCOLLEGE  GRADUATES 
All  Candidates 

Passed  (27,  or  4.6%,  on  first  attempt)    144  24 

Failed    444  76 

Total    588  100 

Serious  Candidates 

Passed    144  37 

Failed    250  63 

Total  (588-194)    394  100 


Information  made  available  through  the  courtesy  of  Mr.  William  S.  Gay,  a  former 
member  of  the  Virginia  State  Board  of  Registration  and  Accountancy. 
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TABLE  20 


THEORY  MAY  1959  EXAMINATION 
GRADING  GUIDE 
QUESTION  4 


a.  Goodwill  which  has  been  paid  for  is  properly  re- 
corded on  the  balance  sheet  because  it  is  an  asset 
(i.e.,  it  has  future  benefit)   

2-% 

Discussion  of — 

Excess  profits 

of  future  earnings   1-% 

in  excess  of  normal   3 

5 

OR 

Allow  1  point  each  for  stating  sources  of  this 
future  benefit  (i.e.,  satisfactory  customer  rela- 
tionship;  favorable  location;   product  market- 
ability)  

2 

5 

Master  valuation  account 

Thft  fiTf.ftflS  of  (MiTTPnt  vnliips  ovpr  hoolc  ni*  nj^aicTifid 

values   

2 

Going  concern 

The  excess  of  the  value  of  a  group  of  assets  work- 
ing together  (i.e.,  in  a  going  concern)  over  the 
value  of  the  individual  assets   

Max.  a. 

3 
8 

b.  Capitalized  profits 

Divides  the  average  excess  profits  by  an  assumed 

interest  rate   

(Allow  2  points  for  incomplete  discussion — i.e., 
omits  " excess' '  or  " average* '  or  "capitalize") 

3-% 

Annuity 

The  present  value  of  an  annuity  equal  to  the  esti- 
mated excess  profit,  for  a  limited  number  of  years 

2 

No.  of  years 

Average  profits  multiplied  by  a  given  number  of 
years   

Variation 

Where  candidate  's  second  method  is  an  acceptable 
variation  of  an  acceptable  method   

Max.  b. 

5 
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TABLE  20  (Concluded) 


c.  (1)  Excess  only 


The  proper  amount  for  goodwill  in  this  case  is 
the  excess  of  cost  over  current  value,  not  book 

value    3 

Is  cost 

Such  goodwill  has  been  purchased,  so  that  this 

is  in  accordance  with  the  cost  basis    1-% 

OB 

Not  goodwill 

Total  purchase  price  is  assigned  to  assets  ac- 
quired on  the  basis  of  then  current  or  market 

values    I-Yq 

Max.  (1)  3_ 

(2)  Not  full  amount 

If  the  full  amount  of  goodwill  is  recorded  it  is 

not  in  accordance  with  the  cost  concept    1-% 

Excess  only 

Only  the  excess  of  the  amount  paid  in  by  the 
new  partner  over  his  share  of  the  net  assets  is 

cost   l-y% 

Objective  evidence 

However  the  payment  is  objective  evidence  of 

the  existence  of  a  full  amount  of  goodwill   1 

Alternate  answer 

Allow  2  points  for  recognition  that  this  trans- 
action gives  rise  to  goodwill  in  accordance 
with  the  cost  concept   

Max.  (2)  ]P 

(3)  Is  cost  to  unit 

The  excess  of  cost  over  book  value  of  the  sub- 
sidiary does  represent  cost  to  the  consolidated 

group    2-% 

Allocate 

It  is  possible  that  some  part  of  this  would 
have  been  allocated  to  specific  assets  if  they 

had  been  purchased  directly    1 

Max.  (3)  34ji 
Max.  c.  7 
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TABLE  21 


THEORY  MAY  1959  EXAMINATION 
DEVELOPMENT  OF  GRADE  SHEET 
QUESTION  4 


Grade  Sheets 


Items  In  Answers  12  3  4 


a.  Excess   profits    3-^ 

Paid  for    1  2  2-% 

Disct.  value    1-%  1-V2  1-% 

Future  earn   1-V2  1-V2  l-Mt 

Excess  of  norm    3  3  3 

Or  list    2  2  2 

Max.  (on  Paid  for)    5  5  5 

Master  valuation    3  2  2  2 

Going  concern    3  3  3  3 

Max.  (a)    6-%  7  8  8 

b.  Capitalized  profits    2  3  3-%  3-V2 

Annuity    2  2  2  2 

No.  of  years    2  2  i-%  1-V2 

Variation    1-% 

Max.  (b)    4  5  5  5 

c.  (1)  Is  cost    1-V2  1-%  1-V2  1-V2 

Excess  only   1-V2  3  3  3 

No  goodwill    1-%  I-V2  1-V2 

Max.  (1)    2-i/2  3  3  3 

(2)  No  full  amount    1  1-%  1-V2  1-V2 

Excess  only    1  1-V2  1-%  1-% 

Objective  evidence    1  1  1  1 

Alternate    l-%  2 

Max.  (2)    2-y2  3  3  3 

(3)  Is  cost  to  unit    2  2  2  2-y2 

Allocate    1111 

Max.  (3)    2-%  3  3  3-% 

Max.  (c)    7  7  7  7 

Max.  on  question  4   16  16  16  16 
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TABLE  22 


AICPA  UNIFORM  CPA  EXAMINATIONS  EXPENSE  BUDGET 
YEAR  ENDING  AUGUST  31,  1960 


1958-59 
Revised 
Budget 

1958-59 
Actual 

1959-60 
Budget 

Income — Fees  from  state  boards  of 

accountancy   

$248,000 

$268,560 

$325,000 

Expense : 

Professional  fees  for  preparing  and 

grading   

173,000 

171,523 

203,500 

38,000 

38,883 

49,500 

Employee  benefits   

770 

720 

830 

Social  security  taxes   

840 

877 

1,380 

Supplies  for  examination,  including 

paper  and  printing  forms  and 

20,000 

28,448 

30,000 

Postage,  express,  &  mailing  supplies 

5,400 

7,594 

8,500 

Telephone  and  telegraph   

yuu 

o<±± 

Insurance  on  examination  papers   

OKA 

250 

Equipment   

50 

419 

470 

9<^A 

997 

OKA 

Rent  electricity,  etc. 

24,000 

24,000 

24,000 

Staff  travel   

500 

Expense  of  committee  meetings   

1,900 

1,569 

2,200 

Information  booklet  for  CPA 

candidates   

5,000 

(584) 

1,200 

622 

1,500 

Total  expense   

271,560 

274,889 

324,080 

Excess  of  Income  Over  Expense   

$  920 

Excess  of  Expense  Over  Income   

$  23,560 

$  6,329 

Note:    (    )  Red 
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TABLE  23 

AIOPA  UNIFORM  CPA  EXAMINATIONS  BUDGET  OF  INCOME 
AND  EXPENSE — YEAR  ENDING  AUGUST  31,  1961 


Expense : 

Preparation  of  examinations    $  26,150 

Grading  papers    225,780 

Analysis  and  research   3,720 

Aids  to  candidates   7,470 

Aids  to  state  boards  (Association  of  CPA  Examiners)   3,010 

Board  of  Examiners  ■.   4,740 

Supplies,  postage,  etc   91,260 

Administration  and  management    2,070 


Total    364,200 

Fees  From  State  Boards  of  Accountancy     348,000 


Estimated  Loss   $  16,200 


INCOME  AND  EXPENSE  —  YEAR  ENDED  AUGUST  31,  1960 


Revised 

Budget  Actual 


Income — Fees  from  state  boards  of  accountancy    $325,000  $322,040 


Expense : 

Professional  fees  for  preparing  and  grading    195,000  170,892 

Salaries   49,500  54,875 

Social  security  taxes  and  employee  benefits    2,210  2,276 

Supplies  for  examinations,  including  paper  and 

printing  forms  and  questions    30,000  25,135 

Postage,  express,  and  mailing  supplies    5,500  7,404 

Telephone  and  telegraph    1,200  382 

Equipment  and  equipment  maintenance    2,900  1,457 

Rent,  electricity,  etc.,  and  alterations  to 

office  space   34,500  27,000 

Staff  travel   500  281 

Expense  of  committee  meetings    2,200  1,827 

Information  booklet  for  CPA  candidates    (494) 

Insurance  on  examination  papers  and  sundry    1,750  1,079 


Total    328,260  292,114 


Excess  of  Income  Over  Expense1    $  29,926 

Excess  of  Expense  Over  Income    $  3,260 


Note:       (    )  Red 


1  As  stated  on  page  52  of  the  body  of  the  report,  expense  exceeded  income  in  each  of 
the  five  fiscal  years  ended  August  31,  1955  through  August  31,  1959,  respectively,  as 
follows:  $19,007,  $15,667,  $19,578,  $35,558,  and  $6,329. 
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